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THE IMPORTANCE OF THE BIOTECHNOLOGY 
INDUSTRY AND VENTURE CAPITAL SUP- 
PORT IN INNOVATION 


WEDNESDAY, JULY 27, 2005 

House of Representatives 
Subcommittee on Rural Enterprises, Agriculture 

AND Technology 
Committee on Small Business 

Washington, DC 

The Subcommittee met, pursuant to call, at 2:05 p.m. in Room 
311, Cannon House Office Building, Hon. Sam Graves [Chairman 
of the Subcommittee] presiding. 

Present: Representatives Graves, Barrow, Bartlett, Velazquez 

Chairman Graves. Good afternoon everybody, and welcome to 
this hearing of the Subcommittee on Rural Enterprises, Agriculture 
and Technology on the Small Business Committee. I apologize for 
being a little bit late. We have got a string of votes that could hap- 
pen at any time now so I thought we would go ahead and get start- 
ed and get some of the opening statements out of the way. Then 
we will take our votes, and we will come back as soon as those are 
over. 

Today, we are going to be discussing the importance of the bio- 
technology industry and venture capital support in innovation, and 
I appreciate everybody’s support and participation, anyway, in to- 
day’s hearing. We are going to have a good hearing. I think it is 
going to reflect both sides of this issue, and we are trying to find 
out as much as possibly about venture capital when it comes to the 
biotechnology field. 

The Small Business Innovation Research program [SBIR] was 
created by Congress in 1982 to increase the participation of small 
technology firms that participate in federal research and develop- 
ment activities. Federal agencies with R&D budgets of over $100 
million or more are required to allocate 2.5 percent of all federal 
research and development grants to small business applicants. 

I take a particular interest in this issue since my undergraduate 
studies yielded me a degree in agronomy, particularly plant physi- 
ology. I understand the importance of and potential in bio- 
technology and the research these small companies do. In fact, the 
State of Missouri is slowly attracting more of these biotechnology 
firms from all across the country into our state. This means jobs 
for rural America and value-added products for farmers. 

( 1 ) 



2 


Without question, the United States remains the global leader in 
the field of biotechnology. Part of this success can be attributed to 
the federal government’s role in promoting critical research and de- 
velopment. This program allows for cutting-edge research that may 
not, in its earliest stages, attract funding from other sources. 

Venture capital funding is critical to the small biotech compa- 
nies. They provide the initial seed money to help get some of these 
innovative ideas off the ground and running. Without this invest- 
ment, given the nature of the biotech industry, it would be very dif- 
ficult to finance this process. These small businesses are providing 
the country with the ideas and innovation that have become the 
identity of the United States. 

The biotechnology industry is unique in that it takes hundreds 
of millions of dollars to bring a product to market from its concep- 
tion. Biotechnology companies must rely on venture investment as 
well as grants for sufficient funding. 

SBA regulations require that, to be eligible, a small company 
must be at least 51 percent owned by one or more individuals. The 
SBA recently clarified the definition of an “individual” to include 
only actual human beings and not other forms of investment. This 
clarification now excludes many of the small biotech companies 
that participated in the SBIR program in the 20 years prior to this 
SBA clarification. 

Again, this hearing is going to examine this clarification and leg- 
islation that has been introduced, the Save America’s Bio- 
technology Innovation Research Act. This legislation seeks to ad- 
dress the eligibility issue and restore the success of the SBIR pro- 
gram experienced prior to the 2002 SBA “clarification.” The rule 
change resulted in the disqualification of many of the small biotech 
firms engaged in that research. 

It is now my pleasure to turn the mike over to Ranking Member 
Barrow for his opening statement. 

[Chairman Graves opening statement may be found in the ap- 
pendix.] 

Mr. Barrow. Thank you, Mr. Chairman. Mr. Chairman, some of 
the nation’s fastest-growing and most successful small businesses 
are responsible for introducing many of America’s high-tech prod- 
ucts, and the economic benefits of these small firms is undeniable. 
They employ almost 40 percent of the country’s high-tech workers. 
In Georgia, over half a million working men and women currently 
are employed in the high-tech industry. 

The technology boon of the 1990’s fueled the rise of these high- 
tech firms, an industry that has changed the face of the American 
economy. From biotechnology to information sciences, these indus- 
tries have created good-paying jobs, and they have provided consid- 
erable benefits to Americans of all walks of life. We all recognize 
the significance of these firms, and I believe that Congress has to 
work together to keep technological innovation at the top of our 
agenda. 

For over 20 years, one of the keys to sustaining our nation’s tech- 
nology advantage has been the SBA’s Small Business Innovation 
Research program, providing between one to $2 billion a year in 
grants to start-ups and emerging firms. This program has invested 
over $14 million in Georgia companies. The SBIR program plays a 
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critical role in technology development by providing small compa- 
nies with the valuable seed funding they need to get their ventures 
off the ground. This has helped thousands of small businesses 
across the entire high-tech spectrum to grow, taking their product 
from an idea to an established technology. 

While the SBIR program provides an important source of seed 
capital, it alone cannot meet the financial needs of these emerging 
businesses. Research and development in the technology industry 
is incredibly expensive, often reaching millions upon millions of 
dollars. In order to fund new research and meet the goals of tech- 
nology development and scientific advances, these businesses must 
have a healthy amount of venture capital. Without this vital source 
of financing, all of the great ideas that the SBIR program fosters 
will never have the opportunity to move from the drawing board 
to the board room. 

Today’s hearing will give us an opportunity to look at the impor- 
tant role that venture capital plays in the SBIR program. It will 
also allow us to review a current SBA rule that is limiting this crit- 
ical source of financing for America’s small technology companies, 
a rule that needs to be revisited. 

In 2003, the SBA set an arbitrary cap on the type of investments 
that small businesses can receive, limiting the nation’s emerging 
high-tech businesses’ access to SBIR program. This rule runs con- 
trary to the goal of the SBIR program, which is to assist in the de- 
velopment of technology that will have a place in the global mar- 
ketplace. 

I am sure we can all agree that it is not the intention of the SBA 
to block small firms in the SBIR program form succeeding. Clearly, 
there is a need to ensure that legitimate small businesses have ac- 
cess to SBIR awards, but putting a rule in place that appears to 
protect small businesses on the surface but ends up only hurting 
them in the process is not good policy. There are no few industries 
that need the infusion of venture capital funding more than small 
business technology sector. If left unchanged, this current rule will 
have a chilling effect on the future of the venture capital and high- 
tech industries. 

Today’s hearing will give us the opportunity to learn more about 
the nuances of the SBIR program. Those testifying this afternoon 
will present a firsthand account of how important the SBIR pro- 
gram is to small businesses, and their testimony will show that 
without proper public/private partnerships, we will be denying 
American small businesses the tools they need to grow in today’s 
economy. 

I have invited a fellow Georgian to come testify here today. His 
name is Tony Cruz, and he works for AviGenics, Inc., in Athens, 
Georgia. AviGenics is a biotechnology company that is developing 
therapeutic proteins for oncology infections and autoimmune dis- 
eases. 

Mr. Cruz, thank you for being here today, and I look forward to 
hearing your testimony. 

Thank you, Mr. Chairman. 

Chairman Graves. Mr. Bartlett? 
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Mr. Bartlett. I am very pleased to be here today to welcome an 
old friend, Jere Glover. It is good to see you again after many 
years. 

In a former life, I was a small business person. I ran a company 
for 12 years and met a payroll every Wednesday morning, so I 
know the discipline that small business goes through. I am very 
pleased to be here in Congress today helping to look after the needs 
of small business, clearly the backbone of the economy in our coun- 
try. Thank you, gentlemen, for being here. 

Chairman Graves. We are going to break now. We have probably 
about five, six, seven minutes left on this vote, and then there are 
three, five-minute votes. We will break and then come back here 
immediately, pick up immediately after those votes are over. Then 
we should be clear for the rest of the afternoon to have a good 
hearing. But we will recess for just a few minutes, and we will be 
back. 

[Whereupon, at 2:14 p.m., a recess was taken.] 

Chairman Graves. We will bring the hearing back to order. I 
apologize again for the interruption with votes. Neither I nor Mr. 
Barrow make the schedule, unfortunately, so we have to abide by 
it when votes do come up, and hopefully we are going to have plen- 
ty of time this afternoon now to work through our hearings. 

I want to point out that all of the statements made by Members 
and the witnesses will be placed in the record in their entirety, just 
so everybody knows, and we will start out with Mr. Douglas 
Doerfier, President and CEO of MaxCyte, Inc., and also you are 
here to represent the Biotechnology Industry Organization from 
Gaithersburg, Maryland. 

I appreciate you being here. I know you have come not quite as 
far as some others, but I appreciate it very much. I know you all 
are very busy, and I am glad that you did take the time to testify. 
This is a very important subject. I appreciate you being here. I look 
forward to hearing your testimony. 

STATEMENT OF DOUGLAS A. DOERFLER, MAXCYTE, INC. 

Mr. Doerfler. Thank you. Chairman Graves and Ranking Mem- 
ber Barrow. Thank you for the opportunity to testify today on the 
SBIR grant program. 

As you mentioned, I am Doug Doerfler. I am the president and 
CEO of MaxCyte. We are a biotechnology therapeutics company lo- 
cated in Gaithersburg, Maryland. I have led professionally the de- 
velopment of a number of successful biotechnology companies and 
products over the last 25 years. 

We founded MaxCyte in 1999. We have 20 employees and are de- 
veloping novel therapeutics to treat serious diseases. We have one 
product in Phase I clinical human testing for the treatment of pa- 
tients with leukemia and additional products in pre — clinical test- 
ing for the treatment of lymphoma, breast cancer, and ovarian can- 
cer. These programs are in combination with a number of major 
universities, including Baylor College of Medicine, the University of 
Pennsylvania, and Harvard University. MaxCyte was a recipient of 
a Phase I SBIR grant in 2003, but we are no longer eligible to par- 
ticipate based solely on our source of investment capital. 
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Today, I am testifying on behalf of the Biotechnology Industry 
Organization, an organization representing over 1,100 biotech com- 
panies, universities, research institutions, and state biotechnology 
associations, in all 50 states. I want to thank the Subcommittee for 
holding this hearing on the SBIR grant program and applaud the 
introduction of H.R. 2943, the Save America’s Biotechnology Inno- 
vative Research Act, by Chairman Graves. 

I ask your permission to submit for the record a letter in support 
of Chairman Graves’ legislation signed by 281 biotech CEOs from 
37 states. 

B.I.O. represents many established companies in the industry. 
Over 85 percent of BIO members are small emerging companies 
with fewer than 500 employees and half with less than 50 employ- 
ees. Not surprisingly, the SBIR program has played a critical role 
in providing necessary financing for many of my fellow small bio- 
technology companies. 

Unfortunately, a recent interpretation by the SBA regarding eli- 
gibility requirements for the SBIR program has prevented the ma- 
jority of BIO members from participating in the program. Specifi- 
cally, beginning in 2003, the SBA Office of Hearings and Appeals 
ruled that companies that were venture capital backed in excess of 
50 percent were no longer eligible for SBIR grants. Prior to this 
ruling, during the 21 years the SBIR program has been in exist- 
ence, the majority of venture capital-backed biotechnology compa- 
nies fully participated in this program. 

H.R. 2943 would rectify this problem and allow venture-backed, 
small biotech companies to once again pursue their innovative and 
cutting-edge research under the SBIR program. 

By way of background, I would like the Committee to understand 
the unique aspects of the biotechnology industry. The average de- 
velopment cycle for a successful biotechnology product is 15 years, 
and only one of five make it from the start of Phase I human test- 
ing until it is approved. Therefore, before most products can be- 
come commercially available, years of research and often hundreds 
of millions of dollars are required to complete testing, gain product 
approval, and build the necessary manufacturing infrastructure. 
While there are many different funding strategies, the typical form 
of investment in promising, early stage biotechnology companies is 
venture capital. 

In our industry, even the relatively small amount of money a 
company will raise in its first round, — this is called a “Series A” — 
between five and $8 million, generally results in new investors, 
usually a collection, a syndicate, if you will, of venture capital 
funds, owning more than 50 percent of the company. 

Therefore, both SBIR and VC funding is necessary to support the 
lengthy and costly clinical development process. Limiting govern- 
ment support for biotech R&D risks delaying the discovery and de- 
velopment of promising new therapies for cancer, diabetes, Parkin- 
son’s Disease, and, significantly, many diseases where there is less 
commercial focus, like tuberculosis or diseases that would qualify 
for orphan drug designation. 

In fact, according to a recent letter from Dr. Zerhouni, director 
of NIH, to the SBA, which I would also like to submit for the 
record, the SBA’s current eligibility rule excluding majority venture 
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capital-backed biotech companies, and let me quote this, “under- 
mines NIH’s ability to award SBIR funds to those applicants whom 
we believe are most likely to improve human health, which is the 
mission of the NIH.” That is a direct quote from his letter. 

While almost all BIO members will need to raise venture financ- 
ing to advance their products toward the marketplace, many small 
biotechnology companies have come to rely upon the SBIR program 
to fund cutting-edge research in areas where venture capital and 
other sources of financing are difficult to obtain. 

For example, while a company is working on a lead research pro- 
gram, it often comes across a new application or new project oppor- 
tunities that will need to be tested before attempting to raise addi- 
tional funds. These new opportunities are precisely the type of re- 
search projects that should he eligible for SBIR grants. MaxCyte, 
my company’s, project fell into this category. 

During our fund-raising process in 2003, we submitted a proposal 
to NIH to do basic research on our technology and expand its capa- 
bilities so that one day it may he used for hiodefense or for pan- 
demic influenza vaccine development. Venture funds were not in- 
terested in this particular project, as it was too early and risky. We 
received $95,000 in funding for our Phase I and subsequently, in 
2004, closed a $10.7 million venture round. We were able to satisfy 
the rigorous milestones of our project, including breakthrough 
science to prove general concept, but we are now not eligible to par- 
ticipate in any further funding for this project by the SBIR pro- 
gram. Due to this ineligibility, this project has been suspended. 
This is extremely frustrating for us since we believe that this 
project will have potentially a major impact on biodefense and in 
preventing potentially the pandemic flu crisis. 

The legislative history makes it abundantly clear that Congress 
intended for the SBIR program to assist small businesses in com- 
mercializing their creations and products and to stimulate small, 
U.S.-owned firms to produce innovative technologies. Congress 
viewed the SBIR program as providing the necessary “proof of con- 
cept” to encourage venture capital investment in promising small 
businesses seeking to bring products from the lab bench to the 
marketplace. Moreover, Congress even created an SBIR Phase II 
preference for companies that attracted venture capital investment 
by providing special consideration in the funding review of Phase 
II proposals. 

B.I.O. believes that this enormous promise of biotech R&D merits 
exploration and investment on a variety of fronts and by spectrum 
of creative, dynamic, and dedicated entities. Biotechnology is a fer- 
tile field, from which patients can reap huge benefits, if it is sup- 
ported by both public and private investment. The rewards of 
biotech are limitless unless we choose to limit those who can par- 
ticipate in this effort. I urge the Subcommittee to favorably report 
H.R. 2943. I thank you, and I am pleased to take any questions you 
may have. 

Chairman Graves. Thank you very much, Mr. Doerfler. 

Next, we are going to hear from Daniel Broderick, who is the 
managing director of Mason Wells. You are representing the Na- 
tional Venture Capital Association from Milwaukee, Wisconsin. I 
appreciate you being here. I might point out to you that we gen- 
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erally do give minutes for statements, but I do not adhere to that 
very closely, so if you go over, it is no big deal. I am not going to 
crack any whips or anything. So I look forward to hearing your tes- 
timony, and thank you for coming today. 

STATEMENT OF DANIEL J. BRODERICK, MASON WELLS 

Mr. Broderick. It is my pleasure to be here. Again, my name 
is Dan Broderick. I am a founding managing director of Mason 
Wells Biomedical Fund, located in Milwaukee, Wisconsin. Mason 
Wells is a small, venture capital fund focused on seed and early 
stage investing in the life sciences in companies located in mid- 
America. 

Today, I respectfully submit testimony on behalf of the National 
Venture Capital Association and those venture-backed companies 
that are developing innovative technologies that improve the qual- 
ity of our lives and raise our standard of living. For the last 20 
years, the dual financing sources of the SBIR program and the ven- 
ture capital community have allowed many of these promising com- 
panies to conduct ground-breaking, scientific research while simul- 
taneously building viable businesses that will bring these innova- 
tive products to the marketplace. 

Venture capital is the investment of equity to support the cre- 
ation and development of new, growth-oriented businesses. In 
terms of global competitiveness, the entrepreneurial segment of the 
economy is the true differentiator in America. U.S. companies origi- 
nally funded with venture capital, like Genentech and Amgen, now 
represent 11 percent of our annual GDP and employ over 10 mil- 
lion Americans. 

There appears to be a misunderstanding that venture capital 
firms are large corporations that control the small start-up com- 
pany by having a majority control over the company’s board. It is 
important to understand the organizational structure of a venture 
capital firm, its limited partners, and the relationship between the 
VC firm and the portfolio company. 

Private venture capital funds are organized as limited partner- 
ships and are managed by general partners. The general partners, 
like myself, are the individuals staffing the venture capital firm. 
They are responsible for and control all aspects of the fund’s oper- 
ations, including making the investment decisions. The venture 
capital funds are small organizations. In fact, the average number 
of general partners in any one firm in the United States is only 10. 
The investors in these limited partnerships are usually pension 
plans, foundations, trusts, and accredited investors, and they are 
called limited partners because they are limited from liability be- 
cause they exert no control in the day-to-day operations of the VC 
fund, they do not participate in setting the strategic direction of the 
fund, and they take no role in making the investment decisions. 

The limited partners’ investment in a venture capital fund is not 
a revenue stream for the fund; rather, the money that LPs invest 
in a venture fund are to make investments in portfolio companies 
and as loans to fund the day-to-day operation of the fund. These 
investment dollars and loans must be repaid by the venture capi- 
talist before the firm can then profit. 
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Based on my experience, the great number of companies that I 
see have established a board of three to seven members prior to 
any venture capital involvement. Members of these boards com- 
prise founders, management, investors, and industry experts. Once 
a venture capital firm is involved, most boards slightly increase in 
size, with members representing the same groups of people. Each 
vote on the board is equal, and it is the fiduciary duty of each indi- 
vidual board member to act in good faith and in a manner to be 
in the best interest of the corporation. The groups involved gen- 
erally do not vote as a bloc; rather, each member votes their own 
conscience. 

I would also like to briefly address the relationship between cor- 
porate venture capital and traditional venture capital firms, as out- 
lined above. Typically, corporate venture capitalists play a different 
role than a traditional venture firm. They generally only co-invest 
alongside a traditional firm and usually do not take a board seat. 
They also generally own less than 20 percent of the portfolio com- 
pany because of corporate-reporting rules. Furthermore, corpora- 
tions manage only 4 percent of all venture capital under manage- 
ment. 

So why do venture capital firms care about SBIR grants? For the 
last two years, portfolio companies have continually alerted the 
NBCA to situations in which an SBIR grant has been denied be- 
cause they have venture investors. Many of these firms were 
caught by surprise because this program has been working well for 
20 years. 

It is paramount not to confuse the role of venture capital funding 
with the role of basic R&D funding. Both are critical to bringing 
innovation to the marketplace; however, basic research funding is 
targeted at discovery and invention. It is this type of activity that 
the SBIR program has historically supported. Venture capital dol- 
lars, even those labeled early stage, are used to build a strong and 
viable business so that promising discoveries can be brought to 
market. 

Some would argue that if a company receives venture capital, 
that it has hit the lottery and does not need government funding. 
Nothing could be further from the truth. In the life sciences sec- 
tors, the cost and time associated with bringing a discovery to mar- 
ket is colossal. Multiple rounds of financing at millions of dollars 
per round are required. 

The cost of bringing a new drug to market is about $800 million. 
Young biotechnology companies cannot divert precious venture cap- 
ital funds earmarked for business growth to embark on new re- 
search projects, although these projects may hold the next ground- 
breaking treatment for Alzheimer’s, cancer, or other diseases. 

Another belief is that venture investment only impacts select re- 
gions of the country. To the contrary, venture capital is a national 
phenomenon. While Massachusetts and California are the leading 
regions for venture capital investment, VC dollars have been flow- 
ing to all 50 states over the last 20 years and have directly bene- 
fitted regional economies across the country. Ironically, however, 
the SBIR program eligibility rule hurts the low-tech regions it is 
trying to support. 
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Mid-America is one example where investing in early stage tech- 
nology companies is difficult because of the smaller percentage of 
venture capital investment. From my experience as the founder of 
the Mid-America Health Care Investors Network, I know the in- 
ability of small businesses to compete for and receive SBIR funds 
is of particular concern to venture-backed companies in mid-Amer- 
ica. The ruling that disqualified VC finance companies from com- 
peting for SBIR grants removed an essential source of financing, 
causing R&D at many technology companies located in mid-Amer- 
ica to slow or stop altogether. 

A way to ensure the ongoing success of the SBIR program is to 
reopen it to the broadest and most qualified base of small busi- 
nesses possible. This requires allowing venture finance companies 
to compete once again. 

Since SBIR’s inception some 25 years ago, venture capital and 
SBIR funding have been proven to work together to research, com- 
mercialize, and distribute innovative products on an accelerated 
basis. Recently, Congressman Graves introduced legislation that 
clarifies SBIR eligibility requirements for venture-backed, start-up 
companies. NVCA applauds this effort and encourages quick action 
on this legislation, and we look forward to working with the Com- 
mittee to address this spiraling problem, and I thank you all for 
the opportunity to express my views. 

[Mr. Broderick’s testimony may be found in the appendix.] 

Chairman Graves. Thank you, Mr. Broderick. 

Next, we are going to hear from Barry Michael, who is President 
of B.A. Michael Consulting and here with the Small Business Tech- 
nology Council from Clifton, Virginia. I appreciate you being here. 
Thank you very much. 

STATEMENT OF BARRY MICHAEL, B.A. MICHAEL CONSULTING 

Mr. Michael. Good afternoon. My name is Barry Michael, and 
I head a consulting company whose primary focus is life science 
start-up companies in the Mid-Atlantic region of the U.S. 

My business career began in 1972, after serving as a Naval Sup- 
ply Corps officer during Vietnam. I have been part of the health 
care industry for the last 23 years. Many of these years, I worked 
for two major Fortune 100 health care companies. However, since 
1993, I have worked primarily with start-up companies, with my 
focus including finance, strategy, tactics, and marketing. I have an 
engineering degree from Brown University and an M.B.A. from 
Wharton. 

I am here today to support the small start-up company. I believe 
that it would be bad policy to expand the current criteria for SBIRs 
to include large, venture capital, majority-controlled start-ups. 

I have worked closely with four different organizations that have 
had SBIRs awarded by the NIH. I believe that it is important to 
note their collective stories. SBIRs were critical as they formulated 
start-up strategies, developed products, and matured as businesses. 
For the purposes of perspective, I have also played a key role in 
a majority-controlled, venture-backed, biotech start-up. Therefore, I 
am at least somewhat aware of the fundamental differences, both 
financial and strategic, of these two types of start-up organizations. 
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Venture capitalists usually think in terms of investing several 
millions of dollars. They represent very sophisticated investors who 
demand that the VCs hit their specific financial targets and have 
specific timelines for success. Early, small, science start-ups almost 
never meet these conditions and thus almost never qualify for VC 
funding in their early stages when it is most critical financially and 
strategically. Their risks are too great, their timelines too long, and 
their management teams are still too unproven. But this unproven 
group is still taking the personal risk, and they represent one of 
the crucial ways that important life science breakthroughs can 
start. 

When a person or a group of persons starts to develop their life 
science idea or invention, they are faced with daunting technology, 
market, and finance challenges. They will rely on their creativity 
and technical training to develop their idea, but usually they have 
to learn product development, business, and finance until their idea 
is proven. 

Most of these life science companies are so unproven or so clearly 
risky that established companies shy away from supporting them 
until the data show some glimmer of hope. SBIRs support the gen- 
eration of that data. The NIH also provides valuable feedback to 
SBIR applicants, and if the proposal does not make it the first 
time, it may make the grade when resubmitted. Getting an SBIR 
Phase I contract award represents important validation. Getting a 
follow-on Phase II, like one of the companies that I have worked 
with, makes it possible to undertake follow-up studies, and theirs 
was a medical device clinical study. 

Many small start-ups plan to become competent enough to even- 
tually be eligible to be financed by venture capitalists, both large 
and small. In the meantime, however, these start-ups have to rely 
on savings, spouse’s income, friends and family, second mortgages 
on their homes, angels, and, most importantly, SBIRs to provide 
critically needed seed capital. SBIRs provide a significant percent- 
age of this early financing effort. Small start-up companies typi- 
cally generate several hundred thousands of dollars in funding. 
Funding for large, VC-controlled companies, when it is available, 
would be on the order of several million dollars. 

Currently, the 2.5 percent of the NIH budget allotted to SBIRs 
creates a zero-sum game. Adding more types of eligible organiza- 
tions that could threaten the current environment that very prop- 
erly benefits the early, small, life science start-up company is some- 
thing I would not recommend. These life science, young, start-up 
organizations represent the ongoing start of our country’s innova- 
tion process. Said another way, in three of the four start-up compa- 
nies I have personally worked with, there would not have been a 
company and a development effort if it had not been for SBIRs. 
None of these organizations were even remotely mature enough to 
qualify for VC investment, but their creativity and entrepreneurial 
spirit needed a chance. 

Changing the current criteria to allow SBIR participation by 
large, venture capital-majority-controlled start-ups would be a 
major detriment to the life science start-up community. Bringing in 
new players with deep pockets will divert the current pool of money 
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away from small start-up companies. These early stage companies 
will be faced with even greater challenges. 

Yesterday, the Small Business Technology Coalition released a 
survey of companies that received SBIR awards from the NIH. This 
survey is attached to Mr. Glover’s statement for the record. Please 
note that nine out of 10 of these companies oppose giving large VCs 
greater access to the SBIR program funds. We are told that these 
companies are among the likely beneficiaries if large VCs are al- 
lowed to play a greater role. Yet these supposed beneficiary compa- 
nies clearly oppose greater large VC involvement in the program. 

While preparing this talk, I had an interesting comment from an 
expert in the public financial markets. He said, “I do not under- 
stand the issue. Venture-backed-capital companies already have 
their money.” In fact, as noted in my attachment, they have $53 
billion currently available to invest, and they cannot figure out how 
to invest it. Thank you. 

Chairman Graves. Thank you, Mr. Michael. 

Now we are going to hear from Jere Glover, who is the Executive 
Director of the Small Business Technology Council. Jere, thanks for 
being here today. I appreciate it. 

STATEMENT OF JERE W. GLOVER, SMALL BUSINESS 
TECHNOLOGY COUNCIL, BRAND LAW GROUP 

Mr. Glover. Thanks for inviting me, Mr. Chairman, Ranking 
Member. Jere Glover, executive director of the Small Business 
Technology Coalition. I have over 27 years of experience in small 
business innovation. I served as chief counsel for advocacy under 
President Clinton. 

Let me start by saying that prior to enactment of the SBIR pro- 
gram, small business was virtually excluded from the federal R&D 
funding. This is true despite clear evidence that small businesses 
were more successful and more efficient at innovating than large 
firms. 

This program is a magnificent success, widely praised, yields 
thousands of patents and billions of dollars in technology since 
1992. It has had nine favorable GAO studies. SBIR companies are 
successful in commercializing their technologies to the extent of 40 
percent, much better than even venture capitalists have been. It 
has worked so well that in its 20-plus years of existence, there 
have been very few and minor changes made to this legislation. It 
is not broken, and this fix is not needed. 

The emphasis of the SBIR program is on early stage innovations 
and technologies, an area of little interest to the venture capital 
community. Less than 2 percent of venture capital investments last 
year went to early stage and seed investments. 

There are four facts that are lost in this debate. First, Phase III 
specifically is designed to encourage and facilitate VC partnerships 
and investment in SBIR companies. Two, small venture capital 
companies can today own a majority interest in an SBIR company 
and that company remain eligible. Three, large venture capital 
companies can own 49 percent of an SBIR company without it cre- 
ating a problem. And, finally, SBA is currently involved in the reg- 
ulatory process on this very specific issue. 
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Where SBA has drawn the line is on allowing venture capital to 
own and control a majority interest in a small business SBIR com- 
pany. This is based on Congress’s core definition of a small busi- 
ness established more than half a century ago. A small business is 
one that is independently owned and controlled, 15 U.S.C. 4 632. 
There are numerous laws and regulations that are driven by that 
phrase and that provision. It is a very important underpinning of 
the Small Business Act. To my knowledge, this is the first time in 
the history of the SBA that Congress has been asked to redefine 
“small business” to include large businesses and companies that 
are owned and operated by them. 

When this issue first came up, I surveyed the SBTC Board of Di- 
rectors. They were unanimously and vehemently opposed to allow- 
ing venture capitalists to own and control SBIR companies. I later 
surveyed SBTC’s membership, as well as SBIR participants, in a 
number of national SBIR meetings, always with the same results: 
Small businesses oppose the change in the definition to allow ven- 
ture capital-owned and controlled companies to compete in the 
SBIR program. 

Recently, we surveyed the NIH awardees. We referred them to 
BIO, the industry association, Web site where their position paper 
was located as well as referred them to ours. We then asked them 
the questions. Ninety percent opposed. This was true even when we 
asked the question about whether it was owned by institutions and 
pension funds. 

In SBA’s rule-making proceeding, there were a number of very 
interesting questions asked. Let me just mention those. Will the 
change in allowing venture capital-owned and controlled companies 
in the SBIR program shift the program emphasis to lower-risk 
technologies that are closer to the marketplace? Will it increase 
concentration in states like California and Massachusetts? Forty- 
six percent of venture capital money goes to California. Will it 
change the profile of successful and unsuccessful SBIR companies, 
and will it lead to calls for other changes to allow universities and 
large businesses in the SBIR program? I think the answer to all 
of those is yes. 

These questions are very important, and I think they must be 
answered before Congress goes forward with such a radical change 
to a very successful program. 

I wonder why SBA was not asked to present its views at this 
hearing. They certainly have the expertise, and with thousands of 
comments and dozens of field hearings, I think SBA should be 
heard. 

The SBIR program is extremely competitive. For every company 
that receives an SBIR award, there are five to seven companies 
that have put in proposals that are not funded. This is especially 
true at NIH, where last year they received a thousand more pro- 
posals than the year before. There were 5,000 companies last year 
that submitted proposals to NIH that were not funded. Many 
ranked top, outstanding in science and technology, but there simply 
were not sufficient funds at the NIH to make the awards. Make no 
mistake: For every VC-owned company that receives an award, 
there will be a small business with outstanding technology that 
will go unfunded. 
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I fear that if the Small Business Innovation program is opened 
to venture capital-controlled companies, universities and large 
firms will try to make the same arguments, thereby defeating the 
underlying purpose of the SBIR Act, which is to make sure that 
small business has access to federal R&D funding. 

The bill will result in increased geographic concentration of the 
SBIR program. As I mentioned, 46 percent of venture funds go to 
California. Ten states get 85 percent of venture funds. Having to 
compete with ventured-owned companies places small businesses 
and other states at a competitive disadvantage. 

We are not unsympathetic to the concerns raised by BIO and the 
National Venture Capital Association. We have supported pro- 
grams, such as the ATP program and the MEP program, that are 
not targeted for small businesses. At the Science Committee, it was 
suggested that there needs to be a program for a large VC and 
even large businesses to use the remaining 97 and a half percent 
of federal R&D to help them commercialize new drugs and new 
technologies. We are open to such a proposal. Our objection is to 
having funds for large businesses and VC-owned firms come out of 
the very limited funds that are available exclusively for small busi- 
ness. Thank you for allowing me to testify. 

[Mr. Glover’s testimony may be found in the appendix.] 

Chairman Graves. Thank you, Mr. Glover. 

I will turn it over to Mr. Barrow to introduce Mr. Cruz. 

Mr. Barrow. Thank you, Mr. Chairman. With me today is a fel- 
low Georgian to testify in today’s proceedings. His name is Tony 
Cruz. As indicated before, he works for AviGenics, a company in 
Athens, Georgia. AviGenics is a biotechnology company that is de- 
veloping therapeutic proteins for the treatment of oncology infec- 
tions and autoimmune diseases. Mr. Cruz, thank you for being with 
us. I look forward to hearing your testimony. 

STATEMENT OF ANTHONY P. CRUZ, AVIGENICS, INC. 

Mr. Cruz. Thank you. Chairman Graves, Ranking Member 
Velazquez, Ranking Member Barrow, and Committee members. 
Good afternoon. My name is Tony Cruz. I am the senior vice presi- 
dent of finance and administration at AviGenics. Before my in- 
volvement with the biotech industry, I served at active duty for five 
years as a captain in the U.S. Air Force, and I am thrilled to be 
a part of this democratic process. 

On behalf of AviGenics and the biotech industry, I wish to thank 
members of this Committee for this opportunity to present my com- 
ments on the recently imposed obstacles which prohibit small bio- 
technology companies like AviGenics from participating in the 
SBIR program. 

AviGenics is an up-and-coming biotechnology company located in 
Athens, a small town about 90 minutes from Atlanta. Our main of- 
fices and labs are located on the University of Georgia campus, and 
we are well integrated with the university’s efforts to attract tech- 
nology companies and to generate high-skilled, high-paying jobs for 
that area. AviGenics employs about 50 very highly skilled sci- 
entists, technicians, and specialized farm workers. Currently, Ath- 
ens is better known for the university’s football program rather 
than its expanding base of high-technology companies. We hope 
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that one day Athens, Georgia, will be recognized as much for its 
biotech excellence as the Georgia Bulldogs are for their football 
prowess. 

This is an urgent issue. The SBIR and access to the SBIR fund- 
ing can determine the future of this and other companies within 
the Athens area, including whether or not we survive in the near 
term. 

AviGenics is not a subsidiary, nor is it a spinoff of a large phar- 
maceutical company. We are an independently owned and operated 
technology company dedicated to developing therapies for infectious 
diseases and cancer. The company’s core technology is targeted spe- 
cifically at producing protein-based therapies which are safer, more 
effective, and more affordable than those currently available on the 
market. 

AviGenics’s approach is somewhat different from the majority of 
the biotechnology industry in that we utilize modern research tools 
as well as traditional agricultural expertise. Specifically, our tech- 
nology combines state-of-the-art molecular biology with Georgia’s 
well-established poultry expertise to produce modern medicines at 
low cost in using chicken eggs as the core of our technology. 

The value-creation cycle as experienced by the company over the 
last few years is very similar to those experienced by other bio- 
technology start-ups. Financial support from a combination of fed- 
eral grants, including the SBIR program, and venture capital fund- 
ing has been critical for the survival and growth of AviGenics up 
to date. 

In the foreseeable future, SBIR funding will continue to be crit- 
ical for technology development and preclinical testing of our prod- 
ucts. SBIR funding and other federal grants make it possible for 
the company to establish a proof of concept for its base technology, 
and venture funding allows development of these specific products 
through very expensive clinical trials and the regulatory approval 
process. 

Only by demonstrating proof of concept of our technology were 
we able to attract VC investment and thus then were able to hire 
new employees, pursue activities required for development of a lead 
product, and complete human clinical trials. Future expansion of 
AviGenics relies heavily on SBIR and other federal monies being 
available to develop proof of concept for the next set of technologies 
and future product candidates. This next set of technology valida- 
tion will hopefully lead to more VC funding, which, in turn, will 
further hiring and completion of other clinical studies. 

Early in the company’s history, attempts were made to secure fi- 
nancial backing from industry to develop and validate the core 
technology. A cross-section of large pharmaceutical companies and 
established biotechnology companies were approached with an 
unproven concept of making low-cost and improved drugs through 
an unconventional technology, i.e., production of therapeutic pro- 
teins in chicken eggs. 

The message from industry to AviGenics at that time was loud 
and clear: Come back when you can show us your technology 
works. The industry declined to fund the basic research, even when 
the promise of making drugs cheaper, better, faster, and safer was 
there. Funding from government research and a few angel inves- 
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tors was then necessary to reach the initial proof of concept for our 
technology. Then and only then was the company able to attract 
significant funding from VC firms, eventually leading us to where 
we are now, a 50-person company about to enter Phase II clinical 
trials. 

In 2004, AviGenics completed a U.S. FDA-approved, Phase I 
human clinical trial for its lead compound to treat an insidious in- 
fectious disease. The data from the initial study suggests that our 
drug performs just as well or better and is safer than what is cur- 
rently on the market. Furthermore, this drug will cost less than 
half of what it costs for a similar therapy today. Of course, more 
extensive human clinical trials are required for market authoriza- 
tion, but AviGenics’s technology offers a significant promise to mil- 
lions of patients who do not benefit from or cannot afford the cur- 
rently available therapies. 

Advancing our innovative technology to the point where we were 
able to initiate clinical evaluation was a path fully loaded with 
technical risk. This initial technology development took over four 
years as several different technical approaches had to be utilized 
without the SBIR grants or other federal funding. 

It is important to note that even with the completion of a Phase 
I study for our lead compound, federal funding continues to be nec- 
essary for the company as we must continue to develop future 
products for other disease areas. Specifically, federal research 
grants are needed for technology-improvement projects, such as de- 
veloping more effective and efficient ways to apply genetic engi- 
neering techniques. 

According to the recently imposed eligibility standards, a busi- 
ness must be at least 51 percent owned and controlled by individ- 
uals who are citizens of the U.S., and the company may not have 
more than 500 employees, including affiliates. The SBA’s current 
interpretation of “individuals” excludes venture capital funds. As a 
result, AviGenics is ineligible for future SBIR funding. 

I believe AviGenics is a case study of what the SBIR program 
can do. Like I said, we currently employ close to 50 full-time em- 
ployees, most of whom are highly educated and skilled. With SBIR 
and federal grants early in its history, our company was able to se- 
cure VC funding and thus initiate human clinical trials. We look 
forward to the day that our technology and hard work will result 
in affordable, effective therapies for those stricken with hepatitis, 
AIDS, cancer, or other ailments. 

AviGenics strongly supports BIO’s recommendation that the SBA 
adopt the rule that addresses the actual ownership structure of 
small biotech countries that are owned and controlled by venture 
capital companies. Since 1982, when the SBIR program was cre- 
ated, up until 2003, majority VC-owned, biotech companies were al- 
lowed to compete for SBIR grants. Specifically, we count on you to 
support this bill. Thank you. 

[Mr. Cruz’s testimony may be found in the appendix.] 

Chairman Graves. Thank you, Mr. Cruz. 

I am now going to recognize Ms. Velazquez, who is the Ranking 
Member of the full Committee. It is a pleasure to have you here. 
Thank you for coming for a statement. 
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Ms. Velazquez. Thank you, Mr. Chairman, and I would like to 
make an opening statement so that the record reflects my concerns 
about the SBIR program and the importance of venture capital and 
the role it plays in our economy. So I want to thank you for allow- 
ing me to make my opening remark. 

We rely heavily on this nation’s technology sector to advance us 
forward and to create the next generation of innovations that will 
carry us into the next century. Over the past two decades, small 
businesses have become the dominant employer of high-tech 
innovators, producing 55 percent of all new technolo^cal develop- 
ments. Clearly, if this nation is going to continue striving forward 
in the fields of science, engineering, and computers, then we must 
be investing in these businesses. This is where the SBIR program 
comes in. 

This program plays a critical role in enabling entrepreneurs with 
bright, innovative ideas in the technology field to receive the valu- 
able seed funding they need to start and grow their businesses. The 
SBIR program is vital in empowering high-tech, small firms to ob- 
tain their end goal: to profit from its commercialization. However, 
the SBIR program needs some assistance when it comes to pro- 
viding high-tech, small firms with the capital they need. That is 
why venture capital plays a vital role in turning innovative dreams 
into reality. 

There is no doubt that the applied research in the high-tech in- 
dustry is an expensive one. An example of this is in biotechnology 
and drug research where it is estimated to take $800 million and 
at least a decade for product development, testing, and movement 
to the market. Clearly, this is something that the SBIR program 
cannot finance alone. We need to ensure that there is a balance in 
getting venture capital to these aspiring technology firms. It is sim- 
ply not a valuable option to limit the ability of small businesses to 
access one of their most significant resources: venture capital. 

These businesses represent the next wave of innovations, and 
placing an arbitrary cap of 49 percent, as SBA proposed, on the in- 
vestment they can receive will only hinder their ability to grow and 
develop. SBA’s proposal simply takes opportunity away from high- 
tech, small firms wanting to make their way in the global market- 
place. 

There are many ways to ensure that this program truly main- 
tains its focus on this nation’s entrepreneurs without limiting their 
ability to access venture capital. These protections have already 
proven successful in other SBA programs. There is no reason why 
we cannot offer similar protections to the SBIR program. The issue 
here is that the need for venture capital within the technology sec- 
tor is greater than ever. 

Our nation simply cannot afford to have a policy that withholds 
venture capital investment from high-tech, small firms. The SBIR 
program clearly plays a vital role in empowering this nation’s small 
business technology sector. However, without an adequate public/ 
private partnership, its capabilities will be severely hindered. That 
is why it is important that any change to this program is guaran- 
teed to maximize technological developments. A proposal that 
would only hold small firms back and rob them of available venture 
capital investment is simply not a good policy. 
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Without the resources offered through the SBIR program and 
adequate venture capital investment, small businesses will never 
have what they need to spur high-tech innovation and development 
in order to move this nation forward for generations to come. 
Thank you, Mr. Chairman. 

Chairman Graves. Thank you, Ms. Velazquez. I appreciate it 
very much. 

We are going to start with questions, and my questions, I guess, 
anyone could answer. I would be interested in hearing what all 
sides have to say about it, but one of the concerns with opening 
this back up is when a venture capitalist becomes a majority owner 
of a business, do they assume day-to-day control of the business, 
or — I might even rephrase that question — can they assume day-to- 
day control of your business? We will just start. 

Mr. Doerfler. We just completed our first venture capital fi- 
nancing round, so I am pretty intimately familiar with this one. 

First of all, there was no single venture capitalist that owned 
more than 15 percent of our company at any given time. We put 
a syndicate together, and I am not aware of any company in our 
industry, the biotech industry, that is owner controlled by a single 
entity. The VCs came in as a syndicate. We were very careful, I 
think as was just mentioned, that we created a board of directors 
that was majority controlled by non-VCs to ensure that the control 
of the company was not in any group’s hands. Management con- 
trols day-to-day operations, the board controls the company itself, 
and the shareholders obviously can appoint the board members. 

Now, there is a shareholder agreement that most companies 
have — I believe virtually all companies have — that prevents any 
single VC from controlling the organization. The other members of 
the VC syndicate would not allow that to happen. So there is an 
inherent check and balance in our system to ensure that not one 
party will control the operations, certainly not control the day-to- 
day operations, of an organization. 

Mr. Broderick. I would like to respond as well. It certainly is 
not what the venture capitalist even wants to do, is to control the 
day-to-day operations of a corporation. What we try to do is we try 
to find talented management to take care of that responsibility. 
They have the skill sets to do that. They have the experience gen- 
erally to run the day-to-day operations of the company. Were we 
to have to step in to run the company day to day, it would be a 
bad situation. It would be probably a distress situation, and we 
would probably even then hire experts to come in and take over the 
orderly dissolution of that corporation. 

As for controlling the company from the board of directors, it is 
our fiduciary responsibility as a member of the board of directors 
to act in the best interests of all of the shareholders involved for 
the purpose of increasing shareholder value. In all of the board 
memberships that I am aware of, each member has an independent 
vote. There are no side agreements: You vote my way. There are 
no club rules: I will vote for this if you will vote for that. Each 
member has a fiduciary responsibility to vote his own conscience on 
each issue as an individual. 

Chairman Graves. Mr. Michael? 
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Mr. Michael. I think that there are times when a VC-controlled 
or nearly controlled company is going to he frustrated about man- 
agement’s desire to take on new projects, and so although that is 
not possibly your definition of “day-to-day control,” most energetic, 
creative scientists will often want to start new projects, and they 
will often be excluded from doing those projects unless they can get 
access to an SBIR grant. So that is a form of day-to-day control, 
and I think that happens fairly often. 

Chairman Graves. Mr. Glover? 

Mr. Glover. Most legal, underlying documents do provide the 
ability for the venture capitalist to take control if certain events do 
not happen or if certain things do not happen. To the extent the 
venture capitalist owns over 50 percent, collectively they have the 
option at any time to elect a new board, control that board, and 
make the decisions. 

The SBA’s size-determination rules for this and all other small 
businesses have always looked at the potential to exercise that con- 
trol, whether it has actually been exercised or not. Legally, they 
will have the right to exercise that control, and SBA, to protect 
small businesses from that eventuality and to make sure that com- 
panies are legitimately small businesses, do look at the control 
issue, and they do look at the underlying documents, and, in most 
cases, those documents do provide sufficient opportunities for the 
majority holders to exercise those controls. 

Chairman Graves. Mr. Cruz? 

Mr. Cruz. Just a short addition. In our case, at AviGenics, we 
are majority VC controlled; however, there are over 10 different 
funds that own that majority, and it is very, very difficult for any 
one fund to actually exert control over the company. As was said 
before, there are underlying legal documents that provide the dis- 
tribution of decision-making throughout all of the funds, as well as 
the management team and other common shareholders. 

Chairman Graves. Mr. Barrow? Ms. Velazquez? 

Ms. Velazquez. Thank you, Mr. Chairman. Thank you, Mr. Bar- 
row. 

Mr. Broderick, I have a question, in particular, about how we can 
balance the need to allow increased venture investment versus pro- 
tecting small businesses. If we had a structure in place that would 
allow venture capital companies to have an interest of up to 50 per- 
cent or more, if necessary, but made it clear that the day-to-day op- 
erations of the company rested with the small business owner and 
provided the investor the ability to step in and assume operations 
only if the company was in trouble, do you think this is something 
you could support? 

Mr. Broderick. Thank you for the question. I believe that that 
is generally how the companies are operated today. There is a 
board of directors that is responsible for the control of the com- 
pany, if you will, and we would be happy to work with you on eval- 
uating that possibility, and, I think, look forward to doing that. 

Ms. Velazquez. Thank you. 

Mr. Doerfier, if we limit the amount of venture capital small 
biotechs can receive, where will they turn for financing? 

Mr. Doerfler. The question is, if we limit the amount of money 
we can bring in from venture capital. Well, the venture capital in- 
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dustry is perfectly suited to support the kind of work that we are 
doing because it is very high risk. 

Ms. Velazquez. I am referring specifically, if we put a cap like 
SB A wants to do. 

Mr. Doerfler. Well, we will not be able to participate in SBIR. 
We, frankly, will not be able to do that, and investors will not come 
into the company unless they can invest as much as they want to 
and as much as the company needs to make it happen. If that cap 
continues, we will not participate in the program. It is that simple. 
It just is not worth our time to try to get around that. 

Ms. Velazquez. So will this cause small businesses to choose be- 
tween the SBIR or venture capital? 

Mr. Doerfler. Well, it will definitely be venture capital, not 
SBIR. We have no alternative. We would have to go with venture 
capital because, in my particular instance, our funding is 98 per- 
cent VC funding, and a very small amount is SBIR funding, and 
that is what we are doing for additional projects. 

Ms. Velazquez. So what will that mean in terms of the biotech 
industry regarding development? 

Mr. Doerfler. I think that the biotech industry will walk away 
completely from the SBIR program. We are not able to participate. 

I think there is another consequence to this. If companies like 
ours, like mine, for instance, who have demonstrated the ability to 
develop technology, do not participate in the SBIR, that SBIR pro- 
gram will lose its competitiveness. It will not be worth what it was 
before. There is a competitive spirit there. It raises the level of 
play, and if you have got a number of players that cannot partici- 
pate, it lowers the relevance of that program and the overall port- 
folio of companies and entities that can help NIH. 

So I think it is going to have a major effect. It will not have an 
effect on the industry as much as it is going to have an effect on 
the program and eventually NIH. 

Ms. Velazquez. Would you like to comment, Mr. Broderick? 

Mr. Broderick. Just one thing. Where would the biotechnology 
company go for money if they do not go to the venture capitalist? 
And I do not know. I do not think there is a choice. They would 
not be funded. They would go out of business, or they would con- 
tinue to just get grant after grant after grant and never commer- 
cialize anything. 

Ms. Velazquez. Thank you, Mr. Chairman. 

Chairman Graves. Mr. Bartlett? 

Mr. Bartlett. Thank you very much. For the record, let me ask, 
if I am a small business company, and I get an SBIR, and if, in 
the process of the work on that, I come up with an innovation 
which is patentable, who owns the patent? 

Mr. Glover. You would, sir. The SBIR company retains patent 
rights under the Small Business Innovation Act. 

Mr. Bartlett. Okay. Thank you. If I am a small company, and 
I attract venture capital to a project, is that committed to the 
project or to my company? Can I separate the project from the com- 
pany, or is it given to the company? 

Mr. Broderick. It is based on what is given to the company in 
general to have the company carry out the business plan, which in- 
cludes a product development plan that the company has come up 
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with, vetted, and otherwise had it reviewed by experts, and the 
venture capitalist will put the money inside the company to sup- 
port that business plan — 

Mr. Bartlett. I understand that under the present rules, if I am 
that small business company, and I have an idea that attracts ven- 
ture capital money, that if more than half of my resources are ven- 
ture capital money, then I cannot now apply for an SBIR for an- 
other idea I have. That is correct? 

Mr. Doerfler. That is correct. That is my understanding. 

Mr. Bartlett. By the way, I would like to ask Mr. Doerfler, do 
you own and control over 50 percent? I think you answered that. 
You own and control about 2 percent of it. 

Mr. Doerfler. Do I personally? 

Mr. Bartlett. Yes. 

Mr. Doerfler. Less than 1 percent. 

Mr. Bartlett. Less than 1 percent. Okay. I just wanted to get 
that on the record. 

Mr. Glover, you indicated that there is not now anywhere near 
enough money to support the good proposals that come in to NIH 
for SBIR funding. Is that correct? 

Mr. Glover. That is correct, sir. 

Mr. Bartlett. Okay. So we have two things here which appear 
to be in tension. One is small companies that have one good idea 
or maybe two or three, and they acquire venture capital funding, 
which now disqualifies them for SBIR, but, you know, this engine 
of creativity is not going to be limited to one or two. 

I, in a former life, ended up with 20 patents, for instance. If I 
was pursuing one of those with venture capital money, then I could 
get no more SBIR money for one of those other ideas that I had. 
So that is on the one hand. We now have an idea that is going to 
add something of value to our economy. It is going to employ peo- 
ple. They cannot get any SBIR money, and the venture capital peo- 
ple, in spite of their name, are not really venturous, and they are 
not going to put any money out for this, and so now my idea goes 
begging because I cannot get any money. 

On the other hand, we have legitimate small businesses where 
the owner controls more than 51 percent of it, and there is not even 
enough money to go around to fund the good SBIR projects there. 
Is that correct? 

Mr. Glover. That is correct. 

Mr. Bartlett. Okay. Well, it seems to me that the solution to 
this problem is not to further dilute the effectiveness of that money 
by now spreading it over a broader field. It seems to me we need 
another program or an additional pot of money to fund those entre- 
preneurs who happen to have been successful enough to attract 
venture capital money and now have an additional idea that they 
want funded. You know, it just does not seem to me to be produc- 
tive to go to the same well which already does not have anywhere 
near enough money in it to fund those for whom the program is 
currently specified. Is that correct? 

Mr. Glover. That is correct, sir. 

Mr. Bartlett. Okay. Help me understand why it makes any 
sense to try and dilute the effectiveness of that money by spreading 
it over a larger field. 
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Mr. Glover. It does not, but I think, as I said, I sympathize with 
the Biotech and Venture Capital Association. There needs to be a 
program to take these companies, but it should not come out of the 
small business pot. We fought too hard to establish that small busi- 
ness preference. 

Mr. Bartlett. They may still be small businesses, if I might, but 
they should not come out of this pot — 

Mr. Glover. That is correct. 

Mr. Bartlett. — because this is the pot that is designated for 
small businesses, just start-up, more than 51 percent owned by the 
person. I agree that there needs to be another pot of money and 
another program somewhere for these others, but I cannot see the 
value of diluting unless we are going to pour a whole bunch more 
money into this, and then you could not be sure it is going to the 
right place because we have two very different entities here vying 
for the money, do we not? 

Mr. Glover. We do, indeed. 

Mr. Bartlett. Okay. One is an itty-bitty start-up company, and 
these other companies that could be not-so-itty-bitty start-up com- 
panies. Thank you very much. 

Mr. Doerfler. Dr. Bartlett, may I? 

Mr. Bartlett. Yes, sir. 

Mr. Doerfler. My company, before we received venture capital, 
was 17 employees. We are now 20 employees. So I think, by any 
measure, we are still a small company. I do not think it really 
made a difference how we got our financing, and the program 
worked fine for 21 years. 

This change that happened a few years ago changed the eligi- 
bility and forced companies like mine, who had a good idea, who 
actually invented something, based on SBIR, put in a patent appli- 
cation. We are very hopeful we are going to be able to get that pat- 
ent, we are ready to go for a Phase II, and we think it is going to 
be important, but we cannot participate now because we have a dif- 
ferent form of funding. And we are still, in my mind, at least my 
wife’s mind, a very itty-bitty company. 

Mr. Bartlett. I am very sympathetic to your dilemma, and 
there ought to be a program there for you, and there ought to be 
money there for you, but if this present program does not have 
enough money for the people who are now in the program, I am 
having some trouble understanding how we make the situation bet- 
ter by making the field larger so that there is going to be now even 
a smaller percentage of worthy projects that get funded. 

I think that what our role ought to be, our goal ought to be, is 
trying to find more money in another program so that your second 
and third and fourth ideas can get the same kind of SBIR funding 
that your first one got. 

Thank you very much, Mr. Chairman. 

Chairman Graves. Mr. Barrow? 

Mr. Barrow. Thank you, Mr. Chairman. I want to pick up on Dr. 
Bartlett’s comments by coming at it from a different route because, 
on the one hand, you have got a new definition that makes the 
field of eligible participants smaller than it has been over the last 
20 years than commonly understood to be. So now, all of a sudden, 
we have got a new order of things in which a more expansive defi- 
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nition had a larger field of eligible participants based on their in- 
ternal organization structure vying for a piece of the same pie. 

I certainly agree with Dr. Bartlett that to the extent we can pro- 
vide more resources, we should do so, but unless and until we are 
prepared to do that, the question then becomes, how large should 
the field of eligible participants be? And the concern that I have got 
is that for 20 years we have had an accepted definition of “eligible 
participants” that has evolved and been applied consistently over 
the last 20 years while something else has been going on at the 
same time. Something else that has been going on at the same time 
has been the explosion of very capital-intensive ventures that can 
be very effectively started up by very small businesses that can 
grow into very big enterprises. 

I have in mind a growth profile in which an infusion of $100,000 
might be adequate for Phase I, an additional infusion of $750,000 
might be adequate for Phase II, and then the venture capital folks 
can get involved at Phase III. But here we have, over the last 20 
years, an explosion in the biotechnology sector, for example, in 
which it is possible for folks to do great things in small companies, 
but at Phase II you need a whole lot more than $750,000 to get 
from Phase I to Phase III. 

So now what we have got, it seems to me, is a new definition 
which does not expand the resource pool at all, does not provide 
more money, but it does dramatically and all of a sudden alter the 
definition of “eligible participants” so as to shrink the pool of eligi- 
ble people. 

Now, in terms of picking winners and losers, I have not got much 
to say about that. It is just that it seems to me, clearly, the burden 
of proof is on folks who are supporting this change in definition to 
say that it is good public policy to shrink the eligible pool of partici- 
pants so as to exclude this very valuable sector of our economy that 
has grown up in the last 20 years. The text for my message comes 
from the Book of Exodus. There rose up in Egypt a king that knew 
not Joseph. 

Things change, and we have had two patterns going on simulta- 
neously: this growth in the sector of our economy where we are 
going to have explosive growth in very small enterprises that do 
not fit the growth profile of the criteria, the amount of money you 
can get under this new definition. I sort of feel like we want to 
make sure that we continue to make it possible for folks under the 
old definition to compete for the same resources. 

Let me follow up on that. Mr. Glover, one of the explanations 
that you offered basically in defense of this new definition which 
excludes people who have been participating up until 2003 for 
Phase II money along with venture capital firms in their structure 
is that there is a place for venture capital firms in Phase III. Well, 
how do you answer the needs of start-up firms that need a whole 
lot more than the $750,000 maximum you can get in Phase II in 
order to make the jump, make the move, from Phase I to Phase III? 
It is not enough to say that venture capital firms can come in at 
Phase III if you cannot get there from here. So help me understand 
why this definition serves that sector of our economy that we want 
to grow along with others that fit the more traditional growth pro- 
file. 
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Mr. Glover. Let me first clarify the definition issue because I 
think it is important. The Small Business Act and the rules and 
regulations at SBA have used the word “individual” to mean, in 
fact, an individual forever, and it is specifically defined in things 
like the women’s business program, the minority business program, 
the 8[a] program, and other programs. 

In 2000, for the first time, that issue came before an administra- 
tive judge at the Small Business Administration to say what is an 
individual. It was debated, it was discussed, and the decision came 
down in that case that said “individual” means individual; it does 
not mean a corporation or a trust or anything else. So several peo- 
ple challenged that decision in subsequent years. Some looked at 
specifically, “Well, gee, I am a venture capitalist, and it should not 
apply to me,” and the decision came down, yes, it does. It means 
what we said it did in 2000. 

So it is not like there was a rule that the SBA changed. There 
was an understanding. Now, certainly, some companies violated 
what the SBA ruling was in 2000 and 2003, but I am sure they 
were innocent and unknowing violations. But clearly, it is not like 
SBA suddenly changed something. It was the first time they were 
asked to interpret something. 

Mr. Barrow. Do not get me wrong on that. My point is that until 
that clarification came down, there were firms that fit that were 
competing along with those that meet the new definition who do 
not meet the new definition as it exists now. They were competing, 
and they were participating in the SBIR program, and they are no 
longer eligible to do so because of this clarification. I am not at all 
being critical or attacking the means that we got from here to 
there. 

My point is, up until that point, we had the different folks who 
qualified under either definition, either the earlier understanding 
or the new clarification, participating side by side and competing 
for SBIR participation. Now only one can, and my point is, how do 
you answer the needs of those folks who have now been rendered 
ineligible as a result of the new clarification? 

Mr. Glover. Well, the same way we rendered the needs of these 
same companies in whole bunch of areas outside of the biotech 
area. By and large, SBIR companies have not had access to venture 
capital, with the exception of some biotech areas. Half of the pro- 
gram goes to defense contracting. You have not heard any small 
businesses come in and complain about this rule from the defense 
sector. We do not hear noises outside of anything than really the 
biotech area. 

The challenge to find funding for your technology is the biggest 
challenge any small business has. There is no question that that 
has been there. It is well documented, and we have had some pro- 
grams in the government that tried to work at that. The advanced 
technology program, the manufacturing exchange programs, to 
varying degrees, have worked at that. There is some help there. 
Obviously, getting good funding for your ideas has always be the 
biggest challenge in America, and that is what they have to work 
hard at, whether they are a venture-backed fund or not. Some 
biotech companies actually have skipped the venture capitals alto- 
gether and gone public and done quite well. 
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Mr. Barrow. Well, I hear what you are saying, and I want to 
work with you to try and make sure that there is enough help to 
go around. The concern I got is that we now have folks who are 
no longer eligible to participate who were in a sector of the econ- 
omy that clearly is an American success story that they want to 
nurture and grow. I do not want to penalize other folks who can 
compete for opportunities to participate in this program alongside 
of folks like that. 

But it looks to me like the new clarification is what is doing the 
penalizing, and to the extent we can work it out in such a way that 
we address the legitimate concerns that big businesses not be 
masquerading as small businesses and the like, and we deal with 
the problems of effective management and control being in the 
hands of the people who are really the creative inspiration for 
these enterprises. I think that meets my concerns without penal- 
izing this sector of the economy. 

That makes me want to turn, if I may, Mr. Chairman, to Mr. 
Cruz and ask him, but I know that Mr. Michael wants to say some- 
thing. 

Mr. Michael. May I make a comment, please? 

Mr. Barrow. Sure. Go ahead. 

Mr. Michael. One thing that is probably helpful for the Com- 
mittee to understand is that although we very often talk about the 
$800 million needed to develop a drug, the NIH SBIR programs 
also support diagnostic products, they support medical devices, 
both inside and outside of the body, and many businesses can get 
started on much less than the 20, $30 million that might be needed 
to jump start, and it needs to be part of our focus. 

Mr. Barrow. No question about it. 

Mr. Chairman, if I am not trespassing on the Committee’s time, 
I hear you on that. 

Mr. Cruz, you touched briefly, and others have as well, on the 
subject of internal management and control, and I think you just 
passed on it. Can you help us understand a little bit better what 
sorts of things are actually at work in order to make sure that 
large venture capital firms are really not able to control the man- 
agement of companies such as yours? 

Mr. Cruz. There is, as was said, the legal documentation that de- 
termines sort of the voting of each of the classes of shareholders, 
and for anything large enough that would impact the direction of 
the company, there are votes necessary across the different classes 
of shareholders. So there are, as the company progresses, different 
shareholders, different venture capital that invest throughout the 
life of the company. So inherent in that is the check and balance 
of different shareholders or different funds having control or a por- 
tion of the control for changing the direction of the country. So that 
is one level. 

Another level, the board of directors is usually defined in the by- 
laws of the company, and that usually takes into account, again, 
the different classes of ownership, — preferred shareholders, com- 
mon shareholders, and management — and that is usually nego- 
tiated between the VCs and the management team and the pre- 
vious angel shareholders to make sure that there is not one single 



25 


party, one person, controlling, you know, the direction of the com- 
pany. 

Mr. Barrow. Thank you. 

Chairman Graves. Mr. Bartlett? 

Mr. Bartlett. Thank you very much. I just wanted to clarify for 
the record. We really never changed the rules, did we? Didn’t we 
just interpret the rules? 

Mr. Glover. That is my review of the case law. That is correct. 
There is no change in the rule. 

Mr. Bartlett. It is still the same rule; it is just that before, the 
definition of “individual” was not clearly understood, and now that 
it has been defined, that precludes firms that have more than 51 
percent venture capital funding from participating in this program. 
That is, in fact, where we are, isn’t it? 

Mr. Glover. Yes, sir, with the exception that it can be a small 
venture capital firm and still be eligible at even over 51 percent. 

Mr. Bartlett. Okay. For the record, I would just like to note 
again that there is now not enough SBIR money for the good SBIR 
proposals, as the participants are now determined by the interpre- 
tation of what an “individual” is. If NIH had more money, they 
could give it to more good proposals. Is that correct? 

Mr. Glover. Yes, sir. 

Mr. Bartlett. Okay. And it is primarily NIH money we are talk- 
ing about. 

Mr. Glover. Yes, sir. 

Mr. Bartlett. Okay. If you are looking at these two different 
groups of companies, — one is the really small guy who started out, 
has no meaningful venture capital funding, and the other firm that 
has had a successful project, successful to the extent that they have 
now got venture capital funding — there are two of them now, and 
each one of them has a new proposal they are coming in with, this 
is not quite a level playing field because the firm that has already 
had enough success to get venture capital funding, they now have 
a group of investors who have confidence in them. They have al- 
ready indicated that they have an idea good enough that they can 
fund. 

Now, if they cannot convince those people that this next idea is 
also good enough to fund, I do not think we have quite the level 
playing field with the new firm that has no prior history and no 
venture capital funding. And again, I am very sympathetic to that 
firm that has more than one good idea. What the heck are they 
going to do with the second and the third and the fourth good idea? 
They ought to be able to get funding for that. 

But I think, Mr. Glover, you are kind of where I am. They may 
need funding but not from this pot because this well is not even 
deep enough to fund the good proposals that come in. Is that cor- 
rect? 

Mr. Glover. That is correct. 

Mr. Bartlett. Okay. So I think that what the Committee ought 
to be about is finding additional funds, perhaps under an addi- 
tional program, so that you do not have these two not quite on the 
same playing field, so that you do not have these two groups of 
companies competing with each other. But I agree completely that 
if we are not able to fund small companies that have more than 
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51 percent of venture capital money and a second, a third, and a 
fourth good idea, that we are limiting the opportunities for entre- 
preneurship and creativity in this country. But I also agree that if 
we simply open up this program to that, that there is not enoug:h 
money to go around now. So why would we want to spread this 
money thinner over a broader field? 

I think that we have a really great argument here for a specific 
program and additional funding, and this is the kind of thing that 
the Americans and the Congress can support because you can show 
a very good return for the taxpayer’s dollar in these programs. 
Thank you, Mr. Chairman. 

Ms. Velazquez. Mr. Chairman, I just would like to work with 
you and the Committee and the people here, and maybe what we 
could do, expanding on what you were just talking about, the pot. 
What we could do is expand the amount of money, instead of going 
from 2.5 to 5 percent, that 2.5 is the ceiling. It is the base. It is 
the floor. It is not the ceiling. So why can’t we expand the program 
and then have more people participating? 

Mr. Bartlett. My preference would be 2.5 for this program and 
2.5 for another program because they are not quite the same popu- 
lation of companies. They are just not quite the same. You would 
reach the same goal you want to reach, but now you do not have 
these little guys competing with the company that is already big- 
ger, with venture capital and maybe more consultants and so forth 
that puts them on a different playing field. 

Chairman Graves. Mr. Doerfier? 

Mr. Doerfler. I am not sure how long this would take, but I 
think there is a tremendous amount of urgency around this issue. 
I mentioned a letter that we put into the record by Dr. Zerhouni, 
who said that right now it “undermines NIH’s ability to award 
SBIR funds to those applicants whom we believe are most likely to 
improve human health....” I think that there is a concern — at least, 
I have a concern — that the level of the applicants today — the appli- 
cations are not what they were a year ago or two years ago or three 
years ago, and it is affecting public health, and that is something 
we have got to address immediately. 

I also believe that there will be more data coming in from anal- 
yses at NIH and NCI that we can put more empirical information 
around this issue so it is not something that is subject to opinion, 
but it is actually subject to someone who actually is looking at 
these applications to see if the level of the quality of the application 
is actually going up, staying the same, or going down. That is, I 
believe, a critical element of what we need to do with this program. 

Chairman Graves. Real quick, Mr. Glover. 

Mr. Glover. I have not seen this particular letter, but I can tell 
you, on 20 years’ experience with the NIH on SBIR programs, they 
have been against it from the very beginning. They fought it. They 
have announced surveys and data which looked at universities and 
rated them on a five scale and rated small businesses on a four 
scale and announced we were lower. Only after we found out, did 
they have to apologize and say they were wrong. 

They have never been strongly supportive of small business at 
the National Institutes of Health, and I would look with interest 
at whatever they did based on this long-term history, not what the 



27 


current people are doing. They may be doing a fine job, but I do 
know this long history, and it has been a very embarrassing situa- 
tion, and they have not done their homework. 

Chairman Graves. Yes, real quick. 

Mr. Michael. One very quick comment. Public policy should not 
be based on just what is happening today, I think. Today, there are 
many, many people who cannot get venture capital funding. The 
flow of money, certainly in the Mid-Atlantic, is not supporting a lot 
of companies, so you are left without an option. It is very impres- 
sive to meet people who have those venture capital alliances, but 
that is not the norm certainly in the Mid-Atlantic right now. So 
SBIR has become increasingly important. 

Chairman Graves. I want to thank all of the witnesses for being 
here today. We do have another series of votes. But this is obvi- 
ously a very important issue. I appreciate hearing both sides. We 
have exposed some very good ideas. You know, America’s tech- 
nology and innovation is world renowned, and we certainly want to 
do everything we can to promote that and push it forward and pro- 
vide as much resources as we possibly can from all sectors. But I 
do appreciate all of the witnesses being here. This was a great 
hearing. Thank you very much. 

[Whereupon, at 4:20 p.m., the Subcommittee was adjourned.] 
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Good Afternoon and welcome to this hearing of the Subcommittee on Rural Enterprises, 
Agriculture and Technology. We will be discussing “The Importance of the 
Biotechnology Industry and 

Venture Capital Support in Innovation.” I appreciate everyone’s participation in today’s 
hearing. 

The Small Business Innovation Research program (SBIR) was created by Congress in 
1 982 to increase the participation of small technology firms that participate in Federal 
research and development activities. Federal agencies with R&D budgets of over $ 1 00 
million or more are required to allocate 2.5 percent of all federal research and 
development grants small business applicants. 

I take a particular interest in this issue since my undergraduate studies yielded me a 
degree in agronomy. I understand the importance of and potential in biotechnology and 
the research these small companies do. In fact, the state of Missouri is slowly attracting 
more of these biotechnology firms from the other side of my state and across the country, 
and this means jobs for rural America and value-added products for farmers. 

Without question, the United States remains the global leader in the field of 
biotechnology. Part of this success can be attributed to the Federal government’s role in 
promoting critical research and development. This program allows for cutting-edge 
research that may not, in its earliest stages, attract funding from other sources. 
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Venture capital funding is critical to the small biotech companies. They provide the 
initial “seed” money to help get some of these innovative ideas off the ground and 
running. Without this investment, given the nature of the biotech industry, it would be 
very difficult to finance this process. These small businesses are providing this country 
with the ideas and innovation that has become the identity of the United States. 

The biotechnology industry is unique in that it takes hundreds of millions of dollars to 
bring a product to market from its conception. Biotechnology companies must rely on 
venture investment as well as grants for sufficient funding. 

SB A regulations require that, to be eligible, a small company must be at least 51 percent 
owned by one or more individuals. The SBA recently clarified the definition of 
“individuals” to include only actual human beings, and not other forms of investment. 
This clarification now excludes many of the small biotech companies that participated in 
the SBIR program in the 20 years prior to this “SBA clarification.” 

This hearing will examine this_^clarification and legislation that I have introduced, H.R. 
2943, the Save America 's Biotechnology Innovation Research Act (SABIR). This 
legislation seeks to address this eligibility issue, and restore the success the SBIR 
program experienced prior to the 2002 SBA “clarification.” This rule change resulted in 
the disqualification of many small biotechnology firms engaged in promising research 
towards tomorrow’s cures. 

I now turn to my colleague and Ranking Member, Representative Barrow. 
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My name is Dan Broderick. I am a founding Managing Director of Mason 
Wells Biomedical Fund located in Milwaukee, Wl. Mason Wells is a small 
Venture Capital fund focused on seed and early stage investing in the life 
sciences industry in Mid America. Prior to joining Mason Wells, I spent 1 8 
years at the Mayo Clinic, in Rochester, MN, where I led their medical 
technology commercialization efforts. 1 also serve on the Board of the 
National Venture Capital Association (NVCA). NVCA is a trade 
organization representing approximately 470 venture capital firms in the 
United States. Additionally, I am the Founder and President of a non-profit 
association called the Mid America Healthcare Investors Network which I 
will explain later in my testimony. 


I respectfully submit testimony today on behalf of the NVCA, and those 
venture-backed companies that are developing innovative technologies that 
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improve the quality of our lives and raise our standard of living. For the last 
20 years, the dual financing sources of the SBIR program and the venture 
capital community have allowed many of these promising companies to 
conduct groundbreaking scientific research while simultaneously building 
viable businesses that will bring these innovative products to the 
marketplace. However, changes in the interpretation of SBIR grant 
eligibility have prevented many small companies that receive venture 
financing from also receiving SBIR grants, effectively cutting off a critical 
research lifeline. This dynamic has negatively impacted young companies 
across the country, particularly in the life sciences sector, but in other high 
tech industries as well. 

What is Venture Capital? 

Venture capital is the investment of equity to support the creation and 
development of new, growth-oriented businesses. Venture backed 
companies are critical to the U.S. economy in terms of creating jobs, 
generating revenue and fostering irmovation. In terms of global 
competitiveness, the entrepreneurial segment of the economy is the true 
differentiator for America. U.S. companies originally funded with venture 
capital now represent 1 1 percent of annual GDP and employ over ten million 
Americans. Companies that were originally funded with venture capital 
dollars include FedEx, Genentech, Intel, Cisco, Amgen, Apple, Starbucks, 
Amazon, e-Bay and Google. 
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Understanding the Venture Capital Structure 

There appears to be a misunderstanding that venture capital firms are large 
corporations that control the small start up company by having a majority 
control over the company’s board. It is important to understand the 
organizational structure of the venture capital firm, its limited partners 
(LP’s) and the relationship between the VC firm and the portfolio company. 

Private venture capital funds are organized as limited partnerships and are 
managed by general partners. The general partners are the individuals 
staffing the VC firm. They are responsible for, and control all aspects of the 
fund’s operations including making the investment decisions. Venture 
capital funds are small organizations. In fact, the average number of general 
partners in a firm is only ten. The investors in these limited partnerships are 
usually pension plans, foundations, trusts and accredited investors. They are 
called limited partners because they are exempt from liability because they 
exert no control in the day-today operations of the VC fund, they do not 
participate in setting the strategic direction of the fund, and they take no role 
in making the funds investment decisions. This holds true even if one LP is 
the majority investor in the fund. 

The LP investment is not a revenue stream for the VC fund. Rather, the 
money the LP’s invest in a VC fund are to make investments in portfolio 
companies and as loans to fund the day-to-day operation of the VC fund. 

The only way that a VC fund makes a profit is by successfully investing in a 
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company over a five to ten year period, which is later sold for amounts 
greater than the amount of money invested. Even then, the VC must first 
repay the LP’s entire principle amount including the loan used to support the 
VC fund operations. Only then do the LP’s and the VC fund share profits in 
a predetermined ratio, usually 80 to 20. Conversely, in most cases 
management will profit upon a sale of the company from the first dollar. It 
is important to remember that the dollars associated with a VC firm are 
investment dollars not revenue dollars. 

Typically, it is the start up company that seeks out VC funding. Company 
management and founders who decide to raise venture capital are looking 
for more than money. They are looking to the VC to add expertise, 
experience and a network of contacts to the company in order to help 
shepherd it through the commercialization and growth process. This is often 
accomplished through the workings of the companies’ board of directors. 

Based on my experience, the great majority of companies have established a 
board of three to seven members prior to any VC involvement. Members of 
these boards usually comprise founders, management, investors 
(shareholders) and industry experts. Once a venture capital firm is involved, 
most boards slightly increase in size by two to four members, with the 
members representing the same group of people. Each vote on the board is 
equal. For example, the management (i.e. CEO) vote is equal to the 
investors (i.e. VC) members vote. It is the fiduciary duty of each individual 
member to act in good faith, and in a manner to be in the best interest of the 
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corporation. The groups involved generally do not vote as a block, rather 
each member votes their own conscience. 

I would also like to briefly address the relationship between corporate 
venture capital and traditional VC firms as outlined above. Typically, 
corporate VCs play a different role than a traditional VC firm. They 
generally only co-invest with traditional VC firms and usually do not take a 
board seat. They also generally only own less than 20% of the portfolio 
company because of corporate reporting rules. Furthermore, corporations 
only manage 4% of all venture capital under management. 

Why do venture capital firms care about SBIR grants? 

For the last two years, portfolio firms have continually alerted us to 
situations in which an SBIR grant has been denied because they have 
venture investors. As a result, several of these companies have shelved 
research projects, laid off scientific teams, or scaled back operations. Many 
of these firms were caught by surprise because this program has been 
working well for over 20 years. 

For example, Kereos is a small St. Louis biopharmaceutical company that is 
collaborating with an academic lab at Washington University School of 
Medicine to bring an exciting but early stage technology to patients with 
cancer or cardiovascular disease. Kereos did not apply for SBIR funding 
because it intended to accept venture capital funds that would result in over 
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51% ownership by U.S. venture capital firms which, under current rulings, 
makes them ineligible for SBIR funding. As a result, they are not able to 
pursue a number of exciting research opportunities for product extensions 
that would advance medicine and innovation but which lie outside the 
venture capitalists’ focused initiatives. 

It is paramount not to confuse the role of venture capital funding with the 
role of basic R&D funding. Both are critical to bringing innovation to the 
marketplace. However, basic research funding is targeted at discovery and 
invention. It is this type of activity that the SBIR program has historically 
supported in the past. Venture capital dollars are applied later in the life 
cycle and used to build a strong and viable businesses so that promising 
discoveries can be brought to market. 

Some would argue that if a company receives venture capital, it has “hit the 
lottery” and does not need government funding. Nothing could be further 
from the truth. In the life sciences sector, the cost and time associated with 
bringing a discovery to market is colossal. Multiple rounds of financings at 
millions of dollars per round is required. In 2004 alone, the venture capital 
industry invested more than $5.7 billion in the sector with the average 
investment in each biotech company at $9.8 million.' Yet these venture 
capital investments are aimed at commercializing products and are not 
sufficient to meet a company’s ongoing research needs. With the average 

‘ PricewaterhouseCoopers/Thompson Venture Economics/National Venture Capital Association Money 
Tree Survey (NVCA Yearbook 2004) 
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cost of bringing a new drug to market at $800 million^, young biotechnology 
companies cannot divert precious venture capital funds earmarked for 
business growth to embark upon new research projects. Although these 
projects may hold the next ground breaking treatment for Alzheimer’s, 
cancer or heart disease, under the current eligibility interpretation, the SBIR 
program eannot fund these projects if the venture capital firm owns 51 
percent of the company. This stalls or permanently shelves additional 
research, and the SBA has missed a tremendous opportunity to support a 
promising innovation. 

Venture Capital National Impact 

Another belief is that venture investment only impacts select regions of the 
country. To the contrary, venture capital is a national phenomenon. (See 
Exhibit A.) While California and Massachusetts are the leading regions for 
venture capital investment, VC dollars have been flowing into all 50 states 
over the last twenty years and have directly benefited regional economies 
across the country. More than $10 billion has been infused into states such 
as Texas, Pennsylvania, Colorado, New Jersey and Washington, 
respectively. Other states such as Florida, Connecticut, Illinois, Maryland 
and Minnesota have received venture investment of more than $5 billion 
each. As a result, these states have experienced economic growth in terms 
of jobs and revenues. A combination of venture capital and SBIR grant 
distributions in any region would have an incredibly positive impact, as 

^ Journal of Health Economics, vol 22, p 151 
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groundbreaking research could be conducted simultaneously with new 
products being brought to market. 

Ironically, the current SBIR eligibility rule hurts the very “low tech regions” 
it is trying to support. In regions such as these, where venture capital lacks 
presence, numerous venture firms must frequently join together to fund a 
promising start up, as a single local firm does not have the resources to meet 
the company’s need. As each firm takes an equity stake in the company, the 
total venture ownership stake quickly rises above the 5 1 percent threshold as 
defined by the SBIR eligibility. Consequently, companies in regions with a 
smaller VC presence are unjustly penalized by the current SBIR eligibility 
rule. Since there is no way to tell in advance which small companies will 
grow to tomorrow’s large public success stories or important regional 
employers, nurturing companies in all segments of the country is important. 

Mid America is one important example where investing in early-stage 
technology companies is difficult because of the smaller percentage of 
venture capital investment. In 2002, 1 founded the Mid America Healthcare 
Investors Network to help investors in Mid Ameriea to more efficiently 
work together to invest in companies located in this large geographic area. 
This region consists of 14 states in the central part of the country. The 
inability of small businesses, owned 51 percent or more by VC firms, to 
compete for and receive SBIR funds is of particular concern to venture 
backed companies located in Mid America. The ruling that disqualified VC 
financed companies from competing for SBIR grants removed an essential 
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source of financing to support R&D efforts. Since the ruling, the pace of 
R&D at many technology companies located in Mid America has slowed, or 
stopped altogether, which delays commercialization of technology and the 
resultant products that benefit to the public. 

Technological Innovation: SBIR and VC working together 

The 2000 Small Business Reauthorization Act sought to expand and 
improve the SBIR program, stimulate technological innovation, use small 
businesses to meet Federal research and development needs and strengthen 
the technological competitiveness of small businesses in the United States. 
By excluding venture-backed companies from eligibility, the SBIR program 
is bypassing many of America’s most promising and innovative small 
businesses. After all, these are the companies whose technologies, business 
plans, financial strategies and management teams have all been vetted by 
highly skilled professionals with extensive backgrounds in science and 
business, who earn their living identifying the best and brightest 
opportunities. 

The venture capitalist searches for companies that are poised for success, 
companies that will be viable for years to come, companies that intend to put 
a product on the market that will improve lives. Funding these types of 
companies is also in the best interest of the SBIR program as it prevents 
government dollars from ending up in grant mills, funding technologies that 
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will never see the light of day. Funding venture backed companies brings 
the science to life. 

A way to ensure the ongoing success of the SBIR program is to re-open it to 
the broadest and most qualified base of small businesses as possible. This 
requires allowing venture-financed companies to compete again. The 
venture capital industry has been a major player in augmenting the SBIR 
program since its inception 25 years ago. Venture capital and SBIR funding 
have been proven to work together to research, commercialize, and 
distribute innovative products on an accelerated basis. The relationship 
between the two is symbiotic, with the beneficiary being Americans who are 
the recipients of life saving innovations, time saving technologies and 
standard of living enhancements. 

Conclusion 

Recently, Congressmen Graves, R-MO introduced H.R. 2943. This 
legislation clarifies SBIR eligibility requirements for venture backed start up 
companies. H.R. 2943 would amend the Small Business Act by adding a 
definition allowing any business concern that is at least 5 1 percent owned 
and controlled by one or more individuals and/or venture capital companies, 
provided that no affiliated venture capital company shall own or control 
more than 49 percent of the business concern, nor be controlled by a 
company which is not a small business to participate in the program. The 
NVCA applauds this effort and encourages quick action on this legislation. 
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We look forward to working with the committee to address this spiraling 
problem. 


Thank you for the opportunity to express my views on these vital issues. 


II 
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Mr. Chairman and Members of the Subcommittee, thank you for allowing me to appear 
here today. 

I am Jere Glover, Executive Director of the Small Business Technology Council. SBTC 
is the nation’s largest organization of small, technology-based businesses in diverse 
fields. Over 200 SBTC members have received contract awards under the Small Business 
Innovation Research (SBIR) Program. 

I also have been deeply involved in small business policy for 27 years, including 7 years 
as the Chief Counsel for Advocacy at the Small Business Administration. 

I believe that what is at stake here today is nothing less than the direction of the SBIR 
Program and the future of small business innovation. H.R. 2943 and a related rulemaking 
by SBA would bring about a fundamental shift in a successful, widely-praised federal 
program that has yielded more than 45,000 technology patents and hundreds of billions of 
dollars in technology innovations since 1982. 

Since the Program’s inception, its focus has been on funding early-stage innovations and 
developing them. Its underlying statute has limited it to companies with fewer than 500 
employees. 

There has always been a place for venture capital companies in the SBIR Program. The 
commercialization phase of SBIR, “Phase 111,” was explicitly designed to facilitate 
venture capital (VC) partnerships with SBIR companies. 

Venture capital firms of any size may own minority stakes in SBIR companies. Small 
venture capital firms - those with fewer than 500 employees, including affiliates and 
subsidiaries - may own majority stakes in SBIR companies, as long as the VC is, in turn, 
owned by individuals. 

Where SBA draws the line - because both common sense and the statute tell it to - is in 
allowing large VC’s to control SBIR companies. That amounts to calling a large business 
a small business. It also flies in the face of Congress’ core definition of a small business, 
established over half a century ago: A small business is one that is independently 
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owned and operated. The citation is 15 USC 632. Dozens of laws and regulations are 
based on this simple legal phrase. 

Now large venture capital (VC) firms, and some in the biotech industry, want this 
changed. They want access to SBIR contract awards irrespective of the true size of the 
company. 

Contrary to the repeated claims of those proposing this change, there never was a time 
when SBA allowed big VC’s to control SBIR companies. There were times when SBA 
did not know it was occurring, and times when SBA learned of it happening after the fact 
and took appropriate action. But to state that SBA used to allow it and no longer does is 
untrue. 

To my knowledge this is the first time in the history of the Small Business 
Administration that Congress has been asked to redefine small business to include large 
businesses and companies that are owned or operated by them. 


A Change Opposed By Its Supposed Beneficiaries? 


When this assault on the SBIR Program began two years ago, I wondered what the 
reaction would be in the SBIR community. After all, the VC’s offered the promise of an 
expanded access to investment capital. 

I got my first taste of the reaction when, in 2003, we matter-of-factly put the issue before 
the SBTC Board, 19 of whose 21 members were current or former SBIR awardees. The 
vote was both unanimous and vehement — against the proposal. A subsequent poll of our 
full membership was nearly as strong and equally vociferous. 

But what about the companies most likely to benefit? 

The proposal to let big VC’s obtain majority interests in SBIR companies has been 
heavily promoted as a boon to biotechnology companies that obtain SBIR contract 
awards from the National Institutes of Health (NIH). 

We wondered how these companies felt about the proposal. 

At the House Science Committee hearing on the issue in April, two small biotech 
companies testified against the proposal. Today a financial consultant to small biotech 
companies is testifying against it. 

Are these companies and consultants representative? 

Recently, we contacted all the companies that had won SBIR awards from NIH in the 
past two years. We asked them to read two position papers that are very similar in their 
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focus. One was in favor of the proposed change. It was drafted by the Biotechnology 
Industry Organization (BIO). The other opposed the change - same length, focusing on 
the same points, and not directly taking issue with the BIO paper. SBTC drafted it. 

Then we asked the respondents to vote on whether they wanted to allow large VC’s into 
the SBIR program. I must say the response surprised even us. Mind you, this is a pool of 
potential beneficiary companies. Yet 90% opposed the change . 

Even when we asked a slightly different question - whether to let VC’s into the SBIR 
Program if the VC’s were owned by companies and institutions rather than individuals - 
the answer came through equally clear: 89% opposed . (Attachment A) 

Now, why would companies that have something to gain from this proposal oppose it? 


SBA’s Questions 


For a glimpse at the answer, we can turn to the set of questions that SB A has been asking 
of people who offer written and oral cormnents on the proposal: 

Would allowing large VC’s to control SBIR companies: 

• Shift the program toward lower-risk technologies that are closer to the market? 

• Increase the geographic concentration of the program (in states like California and 
Massachusetts, where VC’s are most active)? 

• Change the profile of successful and unsuccessful SBIR companies? 

• Lead to calls for a further change in the SBIR rules - like allowing large 
institutions such as universities to own SBIR companies? 

• Shift the profile of the SBIR program more toward multiple and repeat award 
winners? 

Our answer to each of these questions was “yes.” That’s also been the reaction of a great 
many small company commenters on the issue. 

What many, if not most, of the commenters seem to grasp is this: 

Venture capital companies operate according to relatively settled business models. They 
look for rapid, high-double-or-triple-digit percentage paybacks. This approach fits 
technologies that are lower-risk, have large numbers of potential customers, and are 
nearing commercialization. It rarely fits technologies in the early conceptual and design 
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phases (equivalent to Phases I and II of the SBIR Program) or technologies with fewer 
potential customers and larger downstream risks. 

In many situations, however, the technological gaps that federal agencies are trying to fill 
through the SBIR Program are inherently “narrow” and “risky”. The only “customer” 
may be the federal government itself Consider defense technology innovations, the 
largest component of the SBIR Program by dollar value. Venture investments have been 
rare in these technologies because they are “exotic” and likely to have a single buyer (the 
Department of Defense). Similarly, major pharmaceutical companies have tended to 
invest in “blockbuster” biotechnologies aimed at large markets rather than diagnostics, 
research tools, unusual illnesses or “orphan diseases”. 


Venture Capital Company Priorities - Or Agency Mission Priorities? 


The SBIR program is extremely competitive. For every award that is made under the 
program there are seven companies and technologies that are not funded. This is 
particularly true for the NIH, where there were 1,000 more applications for the SBIR 
program in 2004 than there were in 2003. Over 80% of the small businesses who apply 
for a SBIR award do not win. 

If large VC’s and the dollars they represent begin flowing into the SBIR Program, the 
program will inevitably be transformed. By definition, large VC’s will have greater 
resources to devote to winning SBIR contract awards than will smaller technology 
companies, even smaller companies backed by small VC’s. SBIR applicants that are 
backed by companies with millions - or billions - of dollars in revenue, and hundreds - 
or thousands - of employees, can logically be expected to produce far larger quantities of 
far more polished applications than truly small companies. Moreover, larger companies 
can invest far more time and effort in developing relationships with the contracting 
agencies, officials and program managers. In time, this could very well shift agency SBIR 
solicitations further and further toward the preferences and capabilities of the larger 
companies. 

And VC’s do have preferences about the research focuses of their technology 
investments. Broadly speaking, they reflect Wall Street’s preferences at any given time. 

Large VC’s in the SBIR program will drive companies and technologies in the direction 
of these preferences. SBIR companies that fit the preferred VC profiles are likely to be 
the winners in this transformation; those that don’t, the losers. The more prominent the 
VC presence and cash flow becomes, the more pronounced this shift is likely to become. 

And VC’s themselves are only the beginning. Once such large venture capital owned and 
controlled companies have broken through the legal framework that has kept them out of 
the SBIR Program, there would be no equitable argument for keeping universities, 
corporations, and other large research institutions from participating in the program. 
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Yet the legislative history of the SBIR Program clearly shows that it was developed 
precisely for the purpose of allocating a share of federal R&D contracts to small 
businesses, so that universities and large corporations would not monopolize these 
contracts. 

Stepping a bit further back, if SBA waives its affiliation rules in this situation - for the 
first time in the fifty-plus year history of the agency and the Small Business Act - it 
would open up every other small business program in the nation to challenge. 

If large companies can force their way into the SBIR Program, why should they be kept 
out of the SBA’s other federal procurement programs, its 7(a) lending program, its Small 
Business Investment Company program, its surety bond guarantees? ^^y should SBA’s 
Office of Advocacy continue to distinguish between large and small companies in its 
efforts to reduce the federal regulatory burden? 

The implications of this proposed rule thus transcend the SBIR Program itself, federal 
R&D contracting, or even overall purchasing practices by the federal government. 


Geographic Concentration 


Allowing large VC’s to control SBIR companies also would be likely to further 
concentrate SBIR awards in states like California and Massachusetts, where the VC’s 
make 58% of their investments. Ten states account for 85% of VC investments, while 
fourteen states did not receive a single venture capital investment last year. Likewise, 
none of the 100 largest VC’s were located in thirty-one states. Only two percent of 
venture capital goes to seed and early stage investment-the type SBIR companies need 
most. (See attachments B and C.) Yet technology-based companies are found throughout 
the nation. Congress has repeatedly emphasized that it wants the SBIR Program to 
harvest useful technologies from all areas of the country. 


A Solution for the Problem 


The SBIR Program consists entirely of a 214% allocation of federal R&D contracting 
dollars by ten large agencies. Large companies, including VC’s, have multiple means of 
access to the remaining 97V2%, but something more specific also may be possible. 
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In the recent House Science Committee hearing, several witnesses - including some of 
those favoring the large VC’s - seemed to come together around the idea of developing a 
new program from “a blank sheet of paper” that would meet the needs of large VC’s, 
using a tiny fraction of the remaining 97Vz% of NIH’s funds. This is surely a notion 
worth exploring. There would be no need to distort a small business program by letting 
big companies into it. Nor would there be friction between program goals that emphasize 
early-stage R&D needed by the federal government and the VC’s normal focus on later- 
stage R&D work in technology areas favored by investors. 

SBTC would be willing to help craft such a proposal. And from what we know of recent 
changes at NIH, the agency might welcome it. 

The SBIR program has worked well for over 20 years. There have been very few changes 
to this successful program. Changing the Small Business Act to allow large businesses to 
compete as though they are small businesses is a bad idea. 

The Small Business Technology Council strongly opposes S. 1263 and H.R. 2943. 

We urge the bills’ backers to rethink their approach. We are prepared to work with them 
on this. 

Thank you for allowing me to testify. 
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Smd TedMK^ Councfi 

PRESS RELEASE 

Survey Shows Small Tech Companies Oppose 
Proposed Changes in Federal R&D Contract Awards 

July 26, 2005 

FOR IMMEDIATE RELEASE 
Contacts! 

Jim Morrison, 202-785-4300, or Rob Yunich, 202-293-8830 

Wsshington/ D«Ca '* a precedent-shattering proposal to give large venture capital firms greater 
access to the federal government's top research and development program (R&D) for small companies is 
opposed by 90 percent of the most affected R&D companies. 

That is the key finding in a survey released today by the Small Business Technology Council, the nation’s 
largest organization of small technology-based companies in diverse fields. 

At stake Is the overall direction of the Small Business Innovation Research (SBZR) program, a widely- 
praised federal program that has yielded more than 45,000 technology patents and hundreds of billions 
of dollars in technology innovations since 1982. Large venture capital (VC) firms that are ineligible to 
control companies in the SBIR program are seeking changes in the program's rules to allow such control. 


The proposal has been heavily promoted as a way to aid biotechnology companies receiving SBIR awards 
from the National Institutes of Health (NIH). 

SBTC surveyed a group of likely beneficiaries — all SBIR contract awardees from NIH during the past two 
years. The changes sought by the large venture capital companies would give these awardees wider 
access to venture capital, if they and the VCs agreed. 


Survey respondents were presented with a position paper prepared by the Biotechnology Industry 
Organization (BIO) in support of the proposed changes, and an SBTC position paper of equal length, 
covering the same points, opposing the changes. 

When then asked whether they "favor allowing large venture capital firms to control companies in the 
SBIR program,” 90 percent of the NIH awardees respondents said they were opposed* 
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When asked a related question, whether they Favored 'allowing yJCs that are owned other companies, 
universities, pension Funds and other Institutions to contrc^ companies in the SBIR program," 89 percent 
of tiiece potential beneficiary companies said they were OBP^ed* 

backsrouno information 

The SBIR progrem: SBIR was created by Congress In 1962 to he^> meet the federal government's own 
R&D needs. The program allots 2.5 percent of the R&O budgets of 10 federal agencies to a competitive 
program of contracts awards to smalt businesses. Companies must meet the definition of a smali 
business contained in the SBIR statute (fewer than 500 employees) to qualify for these contracts. The 
SBIR program has been repeatedly praised for its effectiveness by such third-party evaluators as the 
Government Accountability Office, the National Academy of Sdencx. and the National Academy of 
Engineering. 

Current status of venture capital firms In the SBIR progrem: S BA permits venture capital fir ms of 
all sizes tp, h old minority Interests in SBIR companies , 


Small venture capital firms -• defined as those with fewer than 500 employees, including alt affiliates and 
subsidiaries - may hold a maJorilY interest In SBIR companies, as long as the VC Is itself owned by 
individuals and not by other companies or Institutions. 


Large venture capital companies - those not meeting these standards - may hold a minority interest, but 
not a majority interest, in SBIR companies. That Is what large VCs seek to change. 

At Issue: Can a 'small* business that Is controlled by a targe business access a federal R6d> program for 
small business? For this to occur, SBA would have to waive Its 'affiliation rules' for the first time in the 
52-year history of the agency. That Is exactly what proponents of the change have sought, without 
waiting for SBA to act on that request, they are now asking Congress to legislatively void the 'affiliation 
rules* for large venture capital firms (5. 1263, M.R. 2943). Doing so would contradict the legal principle 
underlying dozens of small bu^ness laws and hundreds of regulations •• that a small business Is one that 
is "Independently owned and operated' (IS USC 632a). 

Other questions-. Why should large venture capital companies be given access to a 2.5 percent 
allocation for small business when they already have access to much of the remaining 97.5 percent as 
well as more than $53 billion In their own uninvested capital? * 

Mow would the whole SBIR program change if large companies have access to It? Is it meaningful to call 
it a 'small business" program at that point? 

How would the research direction of the program change? Would it shift away from Oie early-stage 
research that the program has always emphasized and toward iate-stage technologies that venture 
capital firms have always preferred? How would such a change impact upon the nation’s innovations? 

ABOUT SBTC 


S6TC Is the nation's largest organization of small technology-based companies in diverse fields. More 
than 200 S6TC members have received competitive RSD contract awards from the SBIR program. SBTC 
also serves as the technology council of the National Small Business Association, the nation's oldest 
nonprofit advocacy organization for small business, which today represents more than 150,000 small 
companies. Visit our Web site, SBTC.org. 

About the Survey 


The SBTC survey was sent to a fist of 535 SBIR award winners at NIH dunng the past two years. The 
survey instrument stated neutrally that there was a controversy regarding the role of venture capital 
companies in the SBIR program. It invited respondents to view the arguments in favor of targe venture 
capital company access to SBIR, via a link to a position paper on the Hotechnology Industry Organization 
Web site, and arguments opposed, via a (ink to a parallel position paper on the ^TC website. 
Respondents then were asked to vote on the two questions stated above. Seventy companies, 

representing about 13 percent of the sample, responded to the survey. 


‘Source? VC Funds Overlong Survey, Dow Jones Ventore One, March 24, 2005 
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AFTER A LONG WINTER, VC FUNDING 
IS BEGINNING TO BLOOM AGAIN. 


A fter three years of relative drought, the “MoneyTree” 
is growing again. A total of 608 startup and early stage 
companies got their first round of venture capital in 
2004, according to a special analysis of the “MoneyTree 
Survey” prepared for Entrepreneur by PricewaterhouseCoopers, 
Thomson Venture Economics and the National Venture Capital 
Association. Together, those early stage companies received 
$2.68 billion in funding. Both figures are up notably from 2003— 
the first increases in three years. On average, startup 
companies received $2.1 million each, while early 
stage companies averaged $5 million each. 

More encouraging is that the factors underlying 
this growth are organic. Since investing peaked in 
2000, VC firms have naturally spent a large portion 
of their time working with companies in which they 
had already invested. Now, as many of those com- 
panies have matured, VCs can turn more atten- 
tion toward the next crop of seedlings. The VCs on 
this year’s list are doing just that: The median num- 
ber of first-time investments in startup and early 
stage companies is four, compared to a median of 
three last year. This year, VCs had to complete at least three quali- 
fying deals ju.st to make it onto the list. Last year, two was enough. 

Still, cultivating venture capital is no easy task. Entrepreneurs 
must combine an idea’s potential with equal measures of pru- 
dence and perseverance. 

— Tracy Lefteroff, global managing partner, venture capita/ prac- 
tice, i’ricewQfer/iouseCoopers 


ONLINE EXCLUSIVE Curious 

about 2004 VC investments in ex- 
pansion and later-stage companies? 
Go to www.entrepreneur.com/vcioo 
to find out more. There, you'll also 
find the most recent "MoneyTree 
Survey" numbers, noting VC invest- 
ments for the first quarter of 2005. 
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Top 100 

Venture Capital Firms for Entrepreneurs 


Npr^bcr of early- 


'.marylandtedco.ofg 


Maryland Technology Development Corporation 


Draper Fisher Jurvetson 


Ignition Partners 


Austin Ventures 


Mobius Venture Capital 


Versant Ventures 


ARCH Venture Partners 


Enterprise Partners Venture Capital 


MPM Capital 


www.techcoastangcls.i 


www.venrock.com 


Venrock Associates 


Angels Forum & the Halo Fund 


’.angefsforum.' 


'.bandangels.com 


Band of Angels 


'.intel.com/capftal 


Intel Capital 


Mayfield Fund 


'.mayfield.i 


'.noro-raoseley-f 


Noro Moseley Partners 


'.rhomanagement.' 


Rho Ventures 


Village Ventures 


www.villageventures.com 


www.altiragroup.i 


Benchmark Capital 


www.benchmafk.tom 


www.domalnvc.com 


Domain Associates 


General Catalyst Partners 


www.generalcatalyst.com 


www.hcp.' 


Highland Capital Partners 


New Enterprise Associates 


www.novakbiddie.com 


Novak Biddle Venture Partners 


Redpoint Ventures 


www.redpoint.' 


Sequoia Capital 


wvvw.sequolacap.com 


Sevin Rosen Funds 


'.srfunds.com 


U.S. Venture Partners 


Alloy Ventures 


Appian Ventures 


Bay Partners 


Flagship Ventures 


Frazier Healthcare and Technology Ventures 


Hummer Winbtad Venture Partners 


'.interwest. 


InterWcst Partners 


North Bridge Venture Partners 




Oxford Bioscience Partners 


. polarisventures. 


Polaris Venture Partners 


ip/seed or early stage companies 


-sequence 



www.au5tinventure5.com 

'‘-i 

www.mobiusvc.corT' 

"jtAj.**.' t ' '-'-y 

www.versantventures.com 


www.archventure.com 

■ *' ji - • 

www.epvc.com 

r « ’5:1 

www.mpmcapital.com 


. www.ailoyventutes.com 


www.applanvc.com 


www.baypartnefs.com 


www.flagshipventufe5.cofn 

' 

www.frazierco.com 


www.humwin.com 
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VC 


Website 

Three Arch Partners 


www.thieearchpartners.com 


www.accel.com 

Allegis Capital 

www.allegiscapitaixom 

Alta Partners | 


www.altapartners.com 

ArrowPath Venture Capita) | 


www.arrowpathvc.com 

August Capital Management ; 

www.augustcap.com 

Aurora Funds | 

«. ffc*'- • . 

. www.aurorafunds.com 

Bessemer Venture Partners { 

. -r- j' 

. -"J-" ‘ ‘ , • . 

www-bessemefvp.com 

Canaan Partners ! 


www.canaan.com 

DraperAtlanticVentureFund | 


www.dfaperatiantic.com' 

Gf^tock 1 

i.,' 

www.gfeyipctcotTi, 

Innovation Works 


www.innovationworks.org 

intersouth Partners 

www.lntersouth.com 

Lightspeed Venture Partners 

www.lightspeedvp.com 

Maryland Dept, of Business & Economic Development 


www.choosemaryiand.org 

Menlo \ftntures 

www.menloventures.com 

Mohr Davidow Ventures f 

wwwimdv.com. . 

Morgenthaler Ventures 

www.morgentbaler.com 

New Jers^ Technology Council 


www.npcvc.com 

OVPVenturePartners , 


www.ovpicom 

Palomar Ventures 

w^.paldrharventures.com 

Partech International ■ 

www.p8rtechvc.com 

RedRiverVentures • 

www.rpdrivefventufes.corn 

Storm Ventures ^ 

wwwitofmventures.com 

Sutter Hill Ventures 


wvyw.shv.com 

Techno Venture Management 


www.tvmvc.com 

The Venture Capital Fund of New England , 


www.vcfne.com 

Walden International 


www.waldenlntl.com 

Advanced Technology Ventures 


www.atvcapitai.com 

Alexandria Real Estate Equities 

p a-jf 

www.labspace.com 

Atlas Venture 


www.atlasventure.com 

Battery Ventures » 


www.battery.com 

Buerk Dale Victor _ 


i www.bdvilc.com 

BurrlH & Company 

'j’rijic. J'rv' 

1 www.burrillandco.com 

C&B Capital 

v.,55l!M 

www.croft-bendef.com 

Care Capital • 


www.carecapital.com 

Charles River Ventures , 


www.crv.com 

CMEA Ventures ; 

Council Ventures ' 

T; ' .'■' : 'Nasfivillr.TN:^.' > '•■-■■ 'S' V" 7 . 

wvvw.cmeavenfures.com 

www.councilventures.com 
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early 


'.crosslinkcapital.' 


Crosslink Capital 


rtlenovovc- 


De Novo Ventures 




Doll Capital Management 


'-dflgotham. 


Draper Fisher Jurvetson Gotham Venture Partners 


r.giobespancaprtal. 


Giobespaf< Capital Partners 


Granite Ventures 


Crayhawk Venture Partners 


'.himventurepartne 


HIM Venture Partners 


wvvwjicbcapital. 


JK8(6 Capital 


www.kpcb.i 


Kleiner Perkins Caufield & Byers 


www.longworth.' 


Longworth Venture Partners 


Mid-Atlantic Venture Funds 


New England Partners 


Norwest Venture Partners 


www.oakvc.i 


Oak Investment Partners 


'.paearlystage.i 


Pennsylvania Early Stage Partners 


www.pequotcap.i 


Pequot Capita! Management 


'-prismventure. 


Prism Venture Partners 


'.prespectventures.i 


Prospect Venture Partners 


Sanders Morris Harris 


Sprout Croup 


Trident Capital 


'^lley Ventures 


Venture Strategy Partners 


Virginia's Center for Innovative Technology 


Voyager Capital 


vSprIng Capital 


Wl Harper Croup 


Woodside Fund 


www.sproutgroup.c 


Thomas. McNerney & Partners 


www.stonehengecapital.com 
www.trn-pBrtners;cbm 
www.trideritcapital.com 
www.valleyventures.com 
www.venturestrategy.com 
www.clt.org/gap 
www.ve^gercapital.com 
www.vspring.com 
www.wih8rper.com 
www.woodsldefund.com 


'First-sequence financing in startup/seed or early stage companies 


CRUNCHING THE NUMBERS: wondering How we came 
up with this list of the top venture capital firtns for entrepre- 
neurs? Rankings are based on the number of first -time fundings 
to companies in the startup and early stages of development 
made by VC firms and similar entities m calendar year 2004, as 
measured by the "MoneyTree Survey" from Pricewaterhouse- 
Coopers, Thomson Venture Economics and the National Venture 
Capital Association (at wvvw.pwcmoneytfee.corn)- 

72 m ENTREPRENEUR JllLi ?0a5 


Companies in the startup stage of development may have beei 
in business for only a few montlis. Companies in the early stage 0 
development have generally been in operation less than 2.4 nTonth; 
These fundings represent the first time a company receive 
financing from a professional VC firm m exchange for equity. Mon 
in.ature companies- --those in the expansion or hjte stages o 
Jeveiopment — are not included in the analysis even though the; 
fiijv h..evt- cjotltm venture capital fo: ihe first time in 2004. I 
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05/03/2005 

By; Categories: 

George Upper ■ VC Industry 

National Association of Seed and Venture Funds 
Chicago, IL 

httD://www.nasvf.ora/web/allpress.nsf/paaes/10907 


Preview; 

A state-by-state look, courtesy of the Money Tree, at first quarter venture investing and an 
analysis of the trend line in venture capital risk avoidance. Ten states get 85% of the venture 
funds. Seed stage companies attract less than 2% 

Article; 

There is precious little evidence in the first quarter 'Money Tree' statistics to 
suggest that startup and early stage companies are attracting a larger share of 
the total capital being invested by those companies reporting their data to the 
PricewaterhouseCoopers/National Venture Capital Association/Thompsom 
Economics information system. Last week's NetNews reported the bable of 
bragging rights carried in local papers. Today we'll examine some of the devil 
in the detail of the statistics. 

First of all, let's take a look at the state-by state distributions. Not much new 
here. California captured nearly half the dollars (46.3%) and Massachusetts 
scored a distant second with 12.3% with about $569 million. Total venture 
capital distributions over the past ten years show these two coastal centers 
usually claim more than half the money. Other states reaping more than $100 
million include, in order, Texas (7.5%), New York (3.7%) Colorado (3.5%), 
Pennsylvania (2.9%), New Jersey (2.7%) and Washington (2.3%). Florida and 
North Carolina just missed the hundred-million level. As the stories last week 
noted, several states made the elite list because of a single huge investment. 
These ten states snared more than 85% of the money. 
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State by State 1 st Q '05 Money Tree Distributions 
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jNrto V r iNeiiNews - 1 en States Attract !i5% of Venture Funds; Seed Deals Less than 2% 


State by State 1 st Q '05 Money Tr^ DisMbutions^ 


All Investments initial Investments' 


Deal* I- Amo unt t DeahV'=-l!'t ■ Amount 


AK 

0 

$0 

0 


AL 

1 

$4,250,100 

0 

$0 

AR 

1 

$12,500,000 

1 

$12,500,000 

AZ 

7 

$25,050,000 

2 

$6,550,000 

CA 

265 

$2,142,009,100 

58 

$264,939,000 

CO 

17 

$163,795,000 

3 

$9,010,000 

CT 

6 

$24,062,000 

0 

$0 

DC 

1 

$0 

D 

$0 

DE 

2 

$2,500,000 

1 

$2,500,000 

FL 

11 

$99,272,700 

1 

$4,800,000 

GA 

14 

$42,292,200 

4 

$10,850,000 

HI 

2 

$555,000 

Q 

$0 

lA 

0 

$0 

Q 

$0 

ID 

1 

is.ggg, goo 

0 

so 

IL 

16 

$69,704,900 

4 

$4,650,000 

IN 

1 

$1,500,000 

1 

$1,500,000 

KS 

0 

$0 

0 

SQ 

KY 


$15,000,100 

0 

$0 

U 

0 

$0 

Q 

$0 

UrtA 

77 

$569,106,100 

IB 

$81,067,000 

MD 

15 

$51,239,100 

8 

$10,600,100 

ME 

Q 

$0 

0 

$0 

Ml 

D 

$0 

0 

$0 

MN 

14 

$54,896,000 


$126,000 

MO 

3 

$9,030,000 


$7,000,000 

MS 

Q 

$0 

0 

$0 

MT 

0 

$0 

0 

$0 

NC 

13 

$96,010,100 

3 

$14,360,000 

ND 

0 

$0 

0 

$0 

NE 

0 

$0 

0 

$0 

NH 

5 

$24,000,000 

2 

$17,000,000 

NJ 

20 

$127,634,200 

3 

$6,500,000 

NM 

2 

$5,168,000 

1 

$1,135,000 

NV 

0 

$0 

0 

$0 

NY 

24 

$171,719,900 

3 

$3,400,000 

OH 

11 

$51,374, 800 

3 

$1,200,000 

OK 

Q 

$0 

0 

$0 

OR 

g 

$48,238,000 

1 

$6,400,000 

PA 

25 

$135,544,500 

B 

$0,108,000 

PR 

1 

$1,700,000 

1 

$1,000,000 

R! 

2 

$16,744,800 

1 

$250,000 

SC 

1 

$250,000 

0 

$0 

SD 

0 

$0 

2 

$5,000, 000 

TN 

ID 

$1 8,918,000 

11 

$108,738,000 

TK 

41 

$345,779,300 

4 

$15,118,000 

UT 

1D 

$69,578,900 

3 

$9,675,000 

VA 

16 

$87,900,100 

0 

$0 

VT 

1 

$825,000 

4 

$13,749,000 

WA 

26 

$110,045,300 

0 

$0 

Wl 

0 

$0 

0 

$0 
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At the other end of the spectrum 14 states failed to capture a single deal, 
including, not only the regulars at that table, but a couple of surprises in 
Michiagn and Wisconsin. Alaska, Iowa, Kansas, Louisiana, Maine, Mississippi, 
Montana, North Dakota, Nebraska, Nevada, Oklahoma and South Dakota also 
had zeros aside their nameplates. 

States that registed a single investment include Alabama, Arkansas, Idaho, 
Indiana, Kentucky, South Carolina, Vermont and Wyoming. 

In fairness, it should be noted that while the 'Money Tree' data collection 
system is robust, it does not capture the details of every venture investment 
because it is a voluntary reporting system. It does obtain about 70% 
cooperation, certainly enough for useful relative comparisons. 

But perhaps more important that the geography of venture capital is the trend 
line. We've noted in these quarterly examinations that the venture capital 
distributions have increasing been moving to safer, later stage deals over the 
past several years. The VC community enjoys professing its role as the source 
of seed and startup companies that eventually grow to become the gazelles of 
tomorrow, but the statistics tell a different tale. 

We've been tracking the trend line for seed deals closely, because that's the 
space in which we work. We've watched it diminish over the past decade from 
about 20% of distributed funds to about 2%. So this month, we decided to look 
from another angle. Same results: 
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Amount Invested 




2004 

I 2003 





. Qtrt 

Qtrl 


1 

Startup/Seed 

I 74,925 poo 

1.6% I B7tB7,10a 

1,3% s ae, 152 poo 

2.0% 

$ 42 . 

Early Stage 

$ 752,301 JDOO 

16,3% $ B77375.1D0 

17.5% I 602,425,400 

16.1% 

$1,13 

Expansion 

$ 1,969,417 200 

42.6% $ 2.447251.100 

40,7% $2,529,536,400 

59.7% 

$ 1,721 

Later Stage 

$ 1,B30,B7BPQ0 

39.6% $ 1,635.4^3,400 

32,5% $ 936 .470 poo 

22,1% 

$ 74! 

Undisclosed/Other 

$ 

ij 

I 


$ 11 

Totals 

$4.627,520 .100 

$ 5.027,123 700 

$4,234,583 POO 


$4,04. 


Number of Deals 



2005 , 

1 


Qlrl 



Startup/Seed 

32 

4.7% 

36 

5,4% 

49 

7.3% 


Early Stage 

200 

297% 

198 

29,0% 

18D 

26.7% 


Expansion 

267 

39.6% 

290 

43.6% 

338 

50.2% 


Later Stage 

175 

26.0% 

141 

21 .2% 

106 

15.0% 


Undisdose d/Other 


l_ 

- 





Totals 

674 

665 

1 673 




The chart above examines 'stage of development' statistics in the first quarter of 
each of the past three years... then looks back to a pre-bubble first quarter of 
roughly the same overall size. Note if you will that more than 1 8% of the deals 
and 10% of the money in the first quarter of 1998 was directed to the 
startup/seed strata. Today, it's so small a slice of the pie that it discourages, not 
only the fly-over states, but the entrepreneurs in search of financial partners. 
Expansion and later stage deals now account for more than 80% of venture 
capital funds. 

With the slimming pressures in the federal budget for R&D funds, SBIC's and 
SBA loans, increasingly worthy entrepreneurs are finding angels as their court 
of last resort. Fortunately, or perhaps via cause and effect, angel involvement 
shows significantly increased activity over the past few years, particularly at 
the sensitive, deprived startup stage. 
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Letters 


Biotech R&D and small firms 


Biotechnology Industry Oi^a- 
nization (BIO) President James C. 
Greenwood, in his July 13 Op-Ed 
column, “Support smidl business: 
SBA bill aids biotech iirms and 
marketplace,” failed to point out 
the detrimental ui^act the legis- 
lation he champions would have 
on hundreds of small, emerging 
biotech companies across the 
United States. 

The Small Business Innovation 
Research (SBIR) program was 
created in 1982 to strengthen the 
role of small firms in federally 
supported research and develop- 
ment undertakings. Under the 
SBIRprc^ram, amere 25 percent 
of the outside funding provided by 
the National Institutes of Health 
and several other federal agencies 
is set aside for small companies. 
Lawmalters recognized that while 
small businesses lack the labora- 
tory in&astzncture and personnel 
rcKter of a mqor university or 
large pharmaceutical firm, they 
tend to be v^ innovative and ac- 
cepting of risk and often advance 
nc^ products and technologies 
much faster and 1^ expensively 
than large, established institu- 
tions. After more than two 
decades, the significant value of 
tiie SBIR program has been doc- 
umented in numerous studies by 
government and nongovernmen- 
tal organizations. 

Urifortuiiately, BIO and lobby- 
ists for the venture-capital indus- 
try want to usurp this pregram by 
passing a law that would entitle 
firms owied and controlled by 
large pension funds, insurance 
companies and other large insti- 
tutional investors to compete with 
cash-strapped start-ups for the 
2.5 percent set-aside. All other 
things bei^ equal, NIH favors 
SBIR applicants that present pol- 
ished applications with we^hty 
prelimin^ data. This is costly to 
generate. Inserting companies 
whose backers have deep pockets 
and large staffs into this process 
would signifleanliy change the 
outcomes. The kind of start-up 
companies the program was de- 


signed to help — the companies 
tl^t have made the program so 
successful — would be placed at 
a tmgor ounpetitive disadvantage. 
If companies owned by m^r in- 
vestment houses are permitted to 
siphon off a si^iific^ percentage 
of the modest available funds in 
tile SBIR program, tl^ 25 percent 
set-aside for sm^ companies 
would shrink quickly to 1 percent 
or 05 percent 

This would shift fiinding away 
ih)m research and development 
already under way at many small 
companies. In many cases — in- 
cluding biodefense, vaccine de- 
velopment, diagnostics, platform 
technologies, research tools, or- 
phan disease therapies, agricul- 
tural biotechnology, and environ- 
mental bictech, to name but a few 
— this research and de^«lopment 
is critical for public teakh and na- 
tional security but out of favor 
with Wall Stiwt and tte type of 
companies that would become el- 
igible for SBIR funds if House Bill 
2943 becomes law. 

Also, the proposed changes to 
SBIR eligibiliiy would decrease 
support for high-impact, high- 
risk innovative research at which 
small, independently owned 
companies historically excel, in 
favor of lower-risk, closer^to- 
commercialization product de- 
velopment favored by most 
venture capitalists. 

At the Maryland Ibchnology 
Development Center (MTDC) in 
Rockville, a county-operated fa- 
cility that houses one of the 
largest concentrati<»is of biotech 
start-ups in the mid-Atlantic re- 
gion, few, if any, companies are 
owned by venture capital firms. 
Instead, most have been funded 
through the SBIR pre^ram along 
with investment from individuals 
and small cempanies. Ihe biotech 
entrepreneurs at the MTDC over- 
whelmingly oppose BIO’s efforts 
to change the SBIR size stan- 
dards. 

Simply put, a company owned 
and controlled by one or more 
large venture capital firms is not 


a small business and should not 
be entitled to access the minus- 
cule percent^ of funds set aside 
for small businesses. These com- 
panies typically lack the culture 
and attributes of small, individu- 
ally owned companies, includii^ 
the ability to “turn on a dime,” 
take subs^tial risks and address 
smaller and less predicable mar- 
tets, including those unpopular 
on Wall Street. Tb i^rmit this 
change would essentially tate the 
S out of SBIR. 

Proponents of changing long- 
standi^ definitkxis of sm^ busi- 
ness are barking up the wrong 
tree by pressingfor changes to tiie 
SBIR size standards. Ins^d,ti^ 
should be focusing their efforts on 
the other 97.5 percent of federal 
R&D fimdii^ that is not set aside 
for small, individually owned 
companies. While historically 
most NIH fimd^ has gone to 
support academic basic research, 
this has been changing over the 
past few years. An expanding 
number of programs are avail- 
able to businesses of all sizes, at 
NIH and other agencies, for high- 
risk, hj^rimpact R&D or the de- 
velopment of products with small 
or unpredictable markets such 
as orphan drugs or vaccines 
against bioterrorism agents. 
These programs have substan- 
tially more funding available than 
the SBER program. 

Congress should encour^e 
this trend and consider new ini- 
tiatives, open to companies of all 
sizes, that help bridge the grow- 
ing “valley of death” between 
basic discoveries and delivery to 
patients of innovative drugs, de- 
vices and diagnostics. At the san^ 
time, the integrity of programs 
like SBIR that safeguard the via- 
bility and productivity of our na- 
tion’s most innovative, small 
biotech entrepreneurs must be 
protected. 

JONATHAN COHEN 

President and CEO 
20/20 GeneSystems Inc. 

Rockville 
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JERE W. GLOVER 

Executive Director 

Small Business Technology Coalition 

Jere Glover is the Executive Director of the Small Business Technology Coalition 
(SBTC), a group of smalt high tech companies most of whom are involved in the Small 
Business Innovation Research (SBIR) program. Jere is also an attorney with the firm of 
Brand and Fmlla in Washington, DC representing small businesses. 

Jere’s experience with the SBIR is extensive, as he is one of the fathers of the program. 
As counsel to the House Small Business Committee, he directed an extensive set of 
hearings on small business and innovation that laid the ground work for the SBIR in 
1978. He was also the lead-off witness before Congress when the law was first proposed, 
and throughout the laws existence, he has been one of its most active supporters. As 
Executive Director of the SBTC, he has led the organization’s fight to prevent the bill 
from being weakened, to finalize the phase III SBA guidelines, and to prevent the SBIR 
from being eliminated in a number of government agencies. 

Jere has a unique blend of private and public sector experience. A former CEO and 
attorney in private practice, Jere also spent many years in government service, most of it 
focused on minimizing the regulatory burden on business. For more than six years, he 
was the federal government’s lead defender of small businesses in the regulatory process. 
In that capacity, he systematically analyzed hundreds of regulatory actions by federal 
agencies, identifying flaws and shortcomings in many of those actions and helping the 
affected businesses seek relief Information developed by Jere’s team led to rollbacks of 
dozens of regulations and formed the basis of a number of successful lawsuits. The work 
that Jere directed saved the private sector more than $20 billion in annual regulatory 
costs, and it cut a wide swath across many types of businesses - including mining, 
fishing, telecommunications, transportation, financial services and agriculture. He has 
testified before Congress over 30 times and appeared in over 100 agency proceedings, 
including rulemakings, adjudications, enforcement proceedings and others. 

In the private sector, Jere previously was the CEO or principal of a biotech company, a 
medical technology company and a group of medical clinics. Since re-entering the 
private sector last year, he has become the managing director of another medical 
technology company and counsel to a variety of SBIR and technology companies. 

Jere obtained his undergraduate and law degrees from the University of Memphis and an 
L.L.M. in Administrative Law and Economic Regulation from George Washington 
University. 


Jere can be reached at 202-662-9700 or Jereglover@brandlawgroup.com . His address is 
Brand Law Group, 923 Fifteenth St. NW, Washington, DC 20005 
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AviGenics, Inc. 


Testimony of Anthony P. Cruz to the House Small Business Subcommittee 
on Rural Enterprises, Agriculture^ and Technology 

Wednesday, July 27, 2005 


Anthony P. Cruz 
AviGenics, Inc. 

Georgia BioBusiness Center 
1 1 1 Riverbend Road 
Athens, GA 30605 


Key Points: 

> SBIR Programs allow development of early-stage technologies which can lead to novel human drugs that 
address diseases of significance to U.S. public health. These technologies can lead to (1) lower cost of 
development for human drugs and/or (2) more effective and safer drugs not possible with current processes. 

> SBIR funding combined with venture capital funding can lead to creation of new biotechnology clusters 
and high-skilled, high-pay jobs within geographic areas not traditionally associated with the pharmaceutical 
or biotechnology industries. 

> High-risk, high-payoff technologies can fall “under the radar” of the mainstream pharmaceutical industry 
due to inherent risk profile or uniqueness of the technology. Without the appropriate funding, these 
technologies may lie dormant or undeveloped for years, perhaps missing its window of opportunity to make 
an impact to human healthcare. 

> SBIR and Venture Capital (VC) monies have separate and important roles in small biotech. SBIR funding 
is used for basic research and early-stage technology development. If this initial research and development 
is successful, VC funding can be attracted to fund clinical trials and eventually, commercialization of 
human dierapeutic products. Both sources of funding are essential to bridge basic research to the 
therapeutic products used by physicians to treat patients. 

> AviGenics supports BIO’s recommendation that the SBA adopt a rule that addresses the actual ownership 
structure of small biotechnology conpanies backed and controlled by venture capital companies. 
Specifically, change the size requirements to pennit venture capital ownership of SBIR applicants to count 
toward the 51% U.S. ownership and control requirement. 

Mr. Chairman and Committee, 

Good Afternoon. My name is Anthony Cruz. I am the Senior Vice President of Finance and Administration of 
AviGenics. Before my involvement with the biotech industry, I served as a Captain at the U.S. Air Force in the area 
of weapon system acquisition and I understand the importance of federal funding to this country’s well-being. On 
behalf of AviGenics and biotechnology industry, 1 would like to thank the members of the House Small Business 
Subcommittee on Rural Enterprises, Agriculture, and Technology for this opportunity to present my comments on 
the recently imposed obstacles which will prohibit small bioteclmology conpanies from participating in the Small 
Business Innovation Research (SBIR) program. 

AviGenics is an up and coming biotechnology con^any located in Athens, Georgia, a small town roughly 70 miles 
from Atlanta. Athens is better known for its powerhouse college football program than its technology companies. 


Page 1 of 3 


vF 



61 



AviGenics, Inc. 


However, with future SBIR grant support to its VC-backed companies, Athens may one day become better known 
for its biotechnology excellence. AviGenics employs about fifty very highly skilled scientists, technicians and farm 
workers. The Company is located on the University of Georgia campus and we are well-integrated with the 
University in its efforts to attract technology companies and to generate more high-skilled, high-paying jobs. 

AviGenics’ mission is to develop affordable and improved medicines for infectious diseases and cancer. The 
Company’s core technology is aimed at producing protein-based therapies which are safer, more effective and more 
affordable as compared with those currently available on the market. Our technology combines state-of-the-art 
molecular biology techniques with Georgia’s well-established poultry breeding expertise to produce modem 
medicines at low cost. 

AviGenics has recently completed a US-FDA approved Phase I human clinical trial for the lead product to treat an 
insidious infectious disease. The data from this initial study suggests that our drug performs just as well or better 
and is safer than what is currently in the market. Further, this drug will cost less than half of what it costs for the 
similar dierapy today. Of course, more extensive human clinical trials are required for marketing authorization, but 
this technology offers a significant promise to millions of patients who do not benefit from or cannot afford the 
currently available therapies. 

Reaching the appropriate technology development stage and initiating clinical evaluation was a difficult path filled 
with significant technical risks. Our progress until now has been made possible, in large part, through support from 
the US government in the form of research grants. The Company’s technology accomplishments, achieved through 
federal support, made it possible to attract follow-on funding from VC groups. VC funding is absolutely critical for 
conducting the expensive clinical trials and obtaining the necessary regulatory approvals of a new therapeutic 
product. As you know, taking a therapeutic from concept to the market takes hundreds of millions of dollars, 

AviGenics is not a subsidiary or spin-off of a large pharmaceutical company. We are an independently operated 
technology company dedicated to developing cost-efficient and in^roved therapies. Early in the Company’s history, 
attempts were made to secure financial backing from industry to develop this technology. The message from the 
industry to AviGenics was loud and clear, “Come back when you can show that the technology works.” The 
industry declined to fiind the basic research around our unconventional technology even if it had the promise of 
making drugs cheaper, better, and safer. Funding from government research grants and a few angel investors was 
necessary to obtain “Proof of Concept” for our technology. Then and only then was the Company able attract 
significant funding from VC firms. The initial technology development took over four years as several different 
technical approaches had to be investigated. The Company probably would not have made the technical strides or 
even have survived without SBIR grants and other federal funding. Thanks to federal funding, we are now about to 
begin a Phase 11 clinical trial for our lead product. 

Even after the Proof of Concept stage, the Company is still dependent on federal funding for its basic research. VC 
funding is available primarily for high cost activities such as animal testing, human clinical trials and regulatory 
filings for a specific therapy. Federal research grants are needed for technology improvement projects such as 
development of more effective and efficient ways to apply genetic engineering techniques. 

According to the current eligibility standards, a business must be at least 51% owned and controlled by 
“individuals” who are citizens of the United States and the company may not have more than 500 enployees, 
including its affiliates. The SBA’s current interpretation of “individuals” excludes venture capital funds. As a result, 
AviGenics is ineligible for future SBIR funding. 

I believe AviGenics is a case study for what the SBIR program can do. We currently employ close to 50 full-time 
employees, most of whom are higUy educated and skilled. With SBIR and other federal grants early in its history, 
AviGenics has been able to secure VC funding and thus, initiate human clinical trials. We look forward to the day 
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that our technology and hard work will result in affordable and effective therapies for those stricken with hepatitis, 
AIDS, cancer, or other ailments. 

AviGenics strongly supports BIO’s recommendation that the SBA adopt a rule that addresses the actual ownership 
structure of small biotechnology companies that are owned and controlled by venture capital companies. 
Specifically, change the size requirements to permit venture capital ownership of SBIR applicants to count toward 
the 51% U.S. ownership and control requirement. This would allow broader, quality participation in the SBIR 
program and small companies reach the point where their technologies and novel therapies can potentially save lives. 

Thank you. 


Page 3 of 3 


vF 



63 



BIOTECHNOLOGY 

INDUSTRY 

ORGANIZATION 


July 26, 2005 


The Honorable Samuel Graves 
1513 Longworth House Office Building 
U.S. House of Representatives 
Washington, DC 20515 

Dear Congressman Graves: 

We, the undersigned biotechnology executives, thank you for introducing 
H.R. 2943, the “Save America’s Biotechnology Innovative Research 
(SABIR) Act,” legislation that would restore the eligibility for Small 
Business Innovation Research (SBIR) grants to venture capital-backed 
bioscience companies. We represent start-up biotech firms with fewer than 
500 employees, with the majority employing fewer than 100 people. 

These are small businesses, but they’re doing big science. America’s 
biotechnology companies are unraveling the molecular mysteries of such 
diseases as cancer, Alzheimer’s, heart failure, obesity and diabetes. To date, 
they have brought more than 200 new therapies and vaccines to patients, and 
their scientists are exploring hundreds of additional ideas for saving lives. 

These are just the kind of ideas the SBIR grant program was designed to 
advance. Unfortunately, recent changes in the SBA’s interpretation of 
eligibility standards for the grants now disqualify most early-stage biotech 
companies. Specifically, SBA regulations require that, to be eligible for a 
grant, a small company must be at least 5 1 percent owned by one or more 
“individuals.” The SBA’s new interpretation of “individuals” excludes the 
firms that provide venture funding to conduct the painstaking and costly 
research necessary to bring biomedical products to market. The vast 

1225 Eye street. N.W.. surra 4no 
WASHINGTON. D.C. 20005-5958 
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majority of biotech companies raise between $5 million and $15 million in 
their first round of venture financing, an amount that usually results in the 
venture capitalists owning more than 50 percent of the company. The 
investment group, however, usually consists of several firms, none of which 
owns more than 15 to 20 percent of the company. 

The National Institutes of Health, the National Science Foundation, and nine 
other federal agencies administer the SBIR program. These agencies follow 
guidelines issued by the Small Business Administration (SBA) to determine 
eligibility and performance criteria necessary for companies to receive an 
SBIR grant. These grants have helped make the U.S. the world’s leader in 
biotechnology by providing critical early-stage funding for innovative 
research. In 2003, more than $460 million in SBIR grants were issued to 
small companies in the states we represent. In addition, SBIR grants serve 
as a catalyst for future venture capital investment because potential investors 
are more likely to invest in a project that has received support through a 
grant peer-review process. 

The SBA’s new interpretation of the eligibility guidelines upends this 
successful program by preventing innovative biotech companies from 
receiving crucial start-up money. This policy will have a devastating effect 
on the future of the industry and the patients we serve. 

Although recent SBA action to clarify the issue of affiliation sought to allow 
participation of some companies majority owned by other entities, it does 
not address the fundamental obstacle to participation of small biotech 
companies in the SBIR program. Given the critical role SBIR grants play in 
helping emerging biotech companies, it is imperative that Congress 
intervene. 

Again, we thank you for sponsoring H.R. 2943, legislation that will restore 
the eligibility of venture capital-backed bioscience companies to receive 
SBIR grants. 


Sincerely, 




Dennis Grimaud 
CEO 

Genaco BiomedicaS Products 
Huntsville, Alabama 


Michael Egan 
President & CEO 
TransMolecular, Inc. 
Birmingham, Alabama 
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ARIZONA 


Jon W. McGarity 
Chairman 

Arizona Bioindustry Association 
Scottsdale, Arizona 


Evan C. Unger, M.D., FACR 
President & Chief Executive Officer 
ImaRx Therapeutics, Inc. 

Tucson, Arizona 

Mark Montgomery 
Founder & CEO 
KYicId 

Scottsdale, Arizona 


Alaa Ahmed 
VPR&D 

Kronos Science Laboratories 
Phoenix, Arizona 


CALIFORNIA 


Uli Hackseli, Ph.D. 

CEO 

ACADIA Pharmaceuticals 

San Diego, California 

Arlene Morris 

President & CEO 

Affymax 

Palo Alto, California 

David E.I. Pyott 

Chairman, President & CEO 

Allergan, Inc. 

Irvine, California 

August J. Moretti 

CFO 

Alexza M.D.C 

Palo Alto, California 

Duane J. Roth 

Chairman and CEO 

Alliance Pharmaceutical Corporation 

San Diego, California 

Eric J. Rey 

President and CEO 

Arcadia Biosciences, Inc. 

Davis, California 

Philip J. Barr 

cso 

Arriva Pharmaceuticals, Inc. 
Alameda, California 

Robert C. Bishop 

Chairman and CEO 

Autoimmune, Inc. 

Pasadena,,California 

Jeffrey F, McKelvy 

President / CEO 

Avera Pharmaceuticals, Inc. 

San Diego, California 

Matthew M. Gardner 

President 

BayBio 

South San Francisco, California 

Joseph D. Panetta 

President & CEO 

BIOCOM 

SaA Diego, California 

David L. Gollaher, Ph.D. 

President & CEO 

California Healthcare Institute 

La Jolla, California 

David F. Hale 

President & CEO 

CancerVax Corporation 

Carlsbad, California 

Linda Cahill 

CEO 

Ceil Biosciences 

Palo Alto, California 

Bruce Cohen 

President and CEO 

Cellerant Therapeutics, Inc. 

San Carlos, California 

Stephen A. Sherwin, M.D. 

Chairman and CEO 

Cell Genesys,lnc. 

South San Francisco, California 

Jeffrey M. Ostrove, Ph.D. 

President and CEO 

Cercgene, Inc. 

San Diego, California 

Richard Hamilton 

President & CEO 

Ceres, Inc. 

Thousand Oaks, California 

Thomas J, Schall 

President & CEO 

ChemoCentryx, Inc. 

Mountain View, California 

Courtney Anderson, Ph.D. 

CEO & President 

Coalesce Corporation 

Larkspur, California 

Lawrence C. Fritz 

President and CEO 

Conforma Therapeutics Corporation 
San Diego, California 

John McLaughlin 

President & CEO 

Corgentech, Inc. 

South San Francisco, California 

Roger G. Stoll, Ph.D. 

President, Chairman, and Chief Exec. Off. 
Cortex Pharmaceuticals, Inc. 

Irvine, California 

Jay D. Kranzler 

Chairman & CEO 

Cypress Biosciences, Inc. 

San Diego, California 
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Doug Modlin 

CEO 

CytoDiscovery, Inc. 

Palo Alto, California 

Christopher J. Calhoun 

Chief Executive Officer 

Cytori Therapeutics, Inc 

San Diego, California 

Louis G. Lange 

Chairman & CEO 

CV Therapeutics, Inc. 

Palo Alto, California 

Patrick Plewman 

President and CEO 
diaDexus, Inc. 

South San Francisco, California 

Jay M. Short, Ph.D. 

President and CEO 

Diversa Corporation 

San Diego, California 

LORIA Emile 

President Sc CEO 

Epimmune 

San Diego, California 

Gail Maderis 

President and CEO 

Five Prime Therapeutics, Inc. 

South San Francisco, California 

James A. D. Smith 

President & Chief Executive Officer 
Genelabs Technologies, Inc 

Redwood City, California 

Michael Kokesh 

President and Chief Executive Officer 
Gentiae Clinical Research, Inc. 

San Bruno, California 

Thomas Okarma, Ph.D., M.D. 
President & CEO 

Geron Corporation 

Menlo Park, California 

Evan B. Siegel, M.Phil., Ph.D. 

President and CEO 

Ground Zero Pharmaceuticals, Inc. 
IrVlne, California 

Friedheim Blobel, Ph.D. 

President and CEO 

Gryphon Therapeutics, Inc. 

Menlo Park, California 

Jonathan Lim, M.D. 

President and CEO 

Halozyme Therapeutics, Inc. 

San Diego, California 

Gerald J. Yakalan 

CEO 

IriSys, Inc. 

San Diego, California 

Jean-Loup Romet-Lemonne, M.D. 
CEO 

IDM 

Irvine, California 

Lewis Shuster 

CEO 

Kemia 

San Diego, California 

David M. Fineman 

President and CEO 

KineMed, Inc. 

Emeryville, California 

Steven B. Engle 

Chairman and CEO 

La Jolla Pharmaceutical Company 
San Diego, California 

Larry G. Stambaugh 

Chairman, President & CEO 

Maxim Pharmaceuticals 

San Diego, California 

Russell J. Howard 

CEO 

Maxygen 

Redwood City, California 

K. Jon Kowal 

Managing Director 

MediGene, Inc. 

San Diego, California 

Takaihi Kiyoizumi 

President & CEO 

MediciNova, Inc. 

San Diego, California 

Neal Gutterson 

COO & Sr. VP R&D 

Mendel Biotechnology, Inc. 

Hayward, California 

Paul Laikind, Ph.D. 

Chairman, CEO Sc President 
MetabasIs Therapeutics, Inc. 

San Diego, California 

Harold Van Wart 

CEO, President & Director 

Metabolex 

Hayward, California 

Stevan Jovanovich 

President/CEO 

Microchip Biotechnologies, Inc. 
Fremont, California 

Juan Munoz 

President and CEO 

Micro-Virology Laboratories, Inc. 
Berkeley, California 

Robert Chess 

Chairman 

Nektar Therapeutics 

San Carlos, California 

James H. Rogers 

President & CEO 

Nextrials, Inc. 

San Ramon, California 

Hollings C. Renton 

Chairman & CEO 

Onyx Pharmaceuticals 

Emeryville, California 

Elliott Fineman 

President Md CEO 

Planet Biotechnology, Inc. 

Hayward, California 

Deborah J. Neff 

President and CEO 

Predicant Biosciences, Inc. ■>' 

South San Francisco, California 

Corey S. Goodman, Ph.D. 

President and CEO 

Renovis, Inc. 

South San Francisco, California 
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Dan Browne 

President & CEO 

Revance Therapeutics 

Mountain View, California 

Bruce D. Steel 

Chief Executive Officer 

Rincon Pharmaceuticals, Inc. 

La Jolla, California 

Rodney Pearlman 

CEO & President 

Saegis Pharmaceuticals 

Half Moon Bay, California 

Tyler Orion 

President & CEO 

San Diego Regional Technology 
Alliance 

San Diego, California 

Edward Lamphier 

President & CEO 

Sangamo Biosciences, Inc. 

Richmond, California 

Jim Mitchell 

President 

Seios 

Fremont, California 

Howard W. Robin 

President & CEO 

Sirna Therapeutics, Inc. 

San Francisco, California 

Mike Grey 

President & CEO 

SGX 

San Diego, California 

Rajesh C Shrotriya 

CEO, President and Chairman 

Spectrum Pharmaceuticals, Inc. 

Irvine, California 

Gregory M. McKee 

President and CEO 

Stressgen Biotechnologies Corp. 

San Diego, California 

Dan Swisher 

Chief Executive Officer 

Sunesis Pharmaceuticals 

South San Francisco, California 

Jeffrey N. Peterson 

CEO 

Target Discovery, Inc. 

Palo Alto, California 

Bruce A. Hironaka 

President & CEO 

Thios Pharmaceuticals, Inc. 

Oakland, California 

John A. Scarlett, MD. 

Chief Executive Officer 

Tercica, Inc. 

Brisbane, California 

Harold E. Selick, Ph.D, 

CEO 

Threshold Pharmaceuticals 

Redwood City, California 

Nolan Sigal 

President 

Trellis Bioscicnce, Inc. 

South San Francisco, California 

VijayB.Samant 

President & CEO 

Vical Incorporated 

San Diego, California 


COLORADO 

Michael E. Hart 

President and CEO 

Alios Therapeutics, Inc. 

Westminster, Colorado 

Denise Brown 

Executive Director 

Colorado BioScience Association 
Denver, Colorado 

Mark D. Howell, Ph.D. 

Chairman of the Board 

CytoLogic, Inc. 

Fort Collins, Colorado 

Robert B. Grieve 

Chief Executive Officer 

Heska Corporation 

Loveland, Colorado 

Dr. Dan T. Stinchcomb 

Chief Executive Officer 

InViragen, LLC 

Fort Collins, Colorado 

Robert Pfeiffer 

President 

Luca Technologies 

Denver, Colorado 

Ron Hendrick 

ChiefFinancial Officer 

Otologics LLC 

Boulder, Colorado 

Dan W. Verser 

President & CEO 

ZeaChem, Inc. 

Golden, Colorado 


CONNECTICUT 

Leonard Bell, M.D. 

Chief Executive Officer 

Alexion Pharmaceuticals, Inc. 
Cheshire, Connecticut 

Louis Matis, M.D. 

President and CEO 

CGI Pharmaceuticals, Inc. 

Branford, Connecticut 

Paul R. Pescateilo 

President/CEO 

CURE, The Center of Connecticut's 
BioScience Cluster 


New Haven, Connecticut 
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Kevin Rakin Robert A. Curtis 

President & CEO President & CEO 

Genaissance Pharmaceuticals HistoRx, Inc. 

New Haven, Connecticut New Haven, Connecticut 



DELAWARE 

' - ^ n 


Eileen Gorman 

CEO 

DNA Bridges®, Inc. 

Wilmington, E)elaware 



FLORIDA 


Susan B. Washer 

Diana Robinson 

James C. Eckles 

President and CEO 

Chief Executive Officer 

President 

Applied Genetic Technologies Corp. 

BioFlorida 

Business Development Advisors 

(AGTC) 

West Palm Beach, Florida 

Weston, Florida 

Alachua, Florida 



Mead McCabe 

Marc Paquin 

Weaver H. Gaines 

Chairman and CEO 

President & CEO 

President & CEO 

GeneEx, Inc. 

Haemacure Corporation 

Ixion Biotechnology, Inc. 

Coral Gables, Florida 

Sarasota, Florida 

Alachua, Florida 

Steve Cogswell 

Lee Meisel, M.D., J.D., M.P.H. 


President 

President, CEO 


Tyco Search 

Windsor Bay Capital, Inc. 


Coral Springs, Florida 

Boca Raton, Florida 



GEORGIA 


Eric Tomlinson, Ph.D., D.Sc. 

Yashwant M. Deo 

Robert R. Rhinehart 

President and Chief Executive Officer 

CEO/President 

Chairman and CEO 

Altea Therapeutics Corporation 

Avigenics, Inc. 

CIS Biotech, Inc. 

Tucker, Georgia 

Athens, Georgia 

Atlanta, Georgia 

Frank G. Stout 

Charlie Craig 

William D. Johnston, Ph.D. 

VP, Research 

President 

President and CEO 

Emory University 

Georgia Biomedical Partnership 

Inhibitex, Inc. 

Atlanta, Georgia 

Atlanta, Georgia 

Alpharetta, Georgia 

1 

si - HAWAII^ ^ ■■ 



Jeffrey C. Dinsmore David C. Waiumull 

Vice President • Development Hawaii President & CEO 
Region Hawaii Biotech, Inc. 

General Growth Properties Aiea, Hawaii 

Honolulu, Hawaii 


Lisa H. Gibson 
President 

Hawaii Life Science Council 
Honolulu, Hawaii 


Neil A. Sims 
CEO 

Kona Blue Water Farms, LLC 
Kailua-Kona, Hawaii 


Daniel P. Beharry 
CEO 

Mera Pharmaceuticals 
Kaiiua-Kona, Hawaii 


Nelson Kanemoto 
President & CEO 

Referentia Systems Incorporated 
Honolulu, Hawaii 
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IDAHO 



Philip RSyrdal 

President 

Idaho Bioscience Association (Bioldaho) 
Boise, Idaho 



ILLINOIS 


Stephen M. Simes 

Mich B. Hein 

Arthur L. Holden 

President & CEO 

President & CEO 

Chairman & CEO 

BioSante Pharmaceuticals, Inc. 

Chromatin, Inc. 

First Genetic Trust, Inc. 

Lincolnshire, Illinois 

Chicago, Illinois 

Deerfield, Illinois 

David Miller 

Harry F. Arader 

Wilbur H. Gantz 

President 

Co-Founder and VP of Business 

Chairman and CEO 

Illinois Biotechnology Industry 

Operations 

Ovation Pharmaceuticals, Inc. 

Organization (iBIO®) 

Nanodisc, Inc. 

Deerfield, Illinois 

Chicago, Illinois 

Chicago, Illinois 

Gary Keller 

CEO 

ZellcRx Corporation 

Chicago, Illinois 



INDIANA 


Jerry C. Arthur 

Dr. James Ludwig 

Mike Brooks 

President 

President and CEO 

President 

Cook Pharmica LLC 

Indiana Centers for Applied Protein 

Indiana Health Industry Forum 

Bloomington, Indiana. 

Sciences (INCAPS) 

Indianapolis, Indiana 

Indianapolis, Indiana 


IOWA 


Trisha Newbanks, C.P.A. 

Alan Moy, M.D. 

Doug Getter 

Controller 

President 

Executive Director 

BioForce Nanosdeoces 

Cellular Engineering Technologies, Inc. 

Iowa Biotechnology Association 

Ames, Iowa 

Iowa City, Iowa 

Daniel F. Voytas 

CEO 

Phytodyne, Inc. 

Ames, Iowa 

Urbandale, Iowa 


KANSAS 



Lee Southard 
Chairman and CEO 
VasoGenix Pharmaceuticals, Inc. 
Lenexa, Kansas 
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KENTOC3CY 


John Carlisle 
President & CEO 
Intranasai Technology, Inc. 
Lexington, Kenhicky 


LOUISIANA 


Robert J. Balch 
CEO 

SteriFx, Inc. 
Shreveport, Louisiana 


- MAINE- ~ 


Cheryl Timberlake 

Patsy Root 

Executive Director 

President 

Biotechnology Association of Maine 

New England Rare Reagents 

Augusta, Maine 

Portland, Maine 


-■ MARYLAND ■i'' ' 


Rachel King 

CEO 

GlycoMimetics 

Gaithersburg, Maryland 

Gerard J. McGarrity, Ph.D. 

President and Chief Executive Officer 
Intronn, Inc. 

Gaithersburg, Maryland 

Stanley C. Erck 

CEO 

lomai Corporation 

Gaithersburg, Maryland 

Albert Perry 

President & CEO 

Kirkegaard & Perry Labs, Inc. 
Gaithersburg. Maryland 

Douglas A. Doerfler 

President & CEO 

Maxcytc, Inc. 

Gaithersburg, Maryland 

C. Robert Eaton 

President 

MdBio, Inc. 

Frederick, Maryland 

David Wright 

President & CEO 

Pharmathene, Inc. 

Annapolis, Maryland 

J.J.'Finkelstein 

President & CEO 

RcgeneRx Biopharmaceuticals, Inc. 
Bethesda, Maryland 

David S. Block 

President and CEO 

Ruxton Pharmaceuticals, Inc. 

Baltimore, Maryland 

Carol A. Nacy, Ph.D. 

CEO 

Sequella, Inc. 

Rockville, Maryland 

Gary Altman 

COO 

Sequoia Pharmaceuticals, Inc. 
Gaithersburg, Maryland 

Julie Coons 

President 

Tech Council of Maryland 

Rockville, Maryland 


MASSACHUSETTS - ' 


Glenn Batchelder 

Richard Pops 

John Maraganore 

CEO and President 

CEO 

CEO 

Acceleron Pharma 

Alkermes, Inc. 

Alnylam Pharmaceuticals 

Cambridge, Massachusetts 

Catnbridge, Massachusetts 

Cambridge, Massachusetts 

Elliot Entis 

Keith Dionne 

Robert E. Flaherty 

CEO 

CEO 

Chairman & CEO 

Aqua Bounty Technologies 

Alantos Pharmaceuticals 

Athena Diagnostics, Inc. 

Waltham, Massachusetts 

Cambridge, Massachusetts 

Worcester, Massachusetts 
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Una Ryan 

President & CEO 

AVANT Immunotherapeutics, Inc. 

Newton, Massachusetts 

Alexis Borisy 

CEO & President 

CombinatoRx, Inc. 

Boston, Massachusetts 

John Mendlein, Ph.D. 

CEO 

Compound Therapeutics 

Waltham, Massachusetts 

Michael Bonney 

President and CEO 

Cubist Pharmaceuticals, Inc. 

Lexington, Massachusetts 

Roger Dowd 

President & CEO 

Decision Biomarkers 

Waltham, Massachusetts 

Lee R Brettman 

CEO 

Dynogen Pharmaceuticals 

Waltham, Massachusetts 

William Heiden 

President and Chief Executive Officer 
Elixir Pharmaceuticals, Inc. 

Cambridge, Massachusetts 

James R McNab, Jr. 

CEO 

eNOS Pharmaceuticals 

Cambridge, Massachusetts 

Robert B. Linke 

President & CEO 

Genomic Profiling Systems, Inc. 
Bedford, Massachusetts 

Joseph S. “Jay” Mohr 

President & CEO 

Gloucester Pharmaceuticals, Inc. 
Cambridge, Massachusetts 

Geoffrey F. Cox 

Chairman, President & CEO 

GTC Biotherapcutics 

Framingham, Massachusetts 

Steven H. Holtzman 

President and CEO 

Infinity Pharmaceuticals 

Cambridge, Massachusetts 

Andrew Salzman 

President and CEO 

Inotek Pharmaceuticals Corporation 

Beverly, Massachusetts 

Philip R. Reilly 

CEO 

Interleukin Genetics, Inc. 

Waltham, Massachusetts 

Thomas M. Finneran 

President 

Massachusetts Biotechnology Council 
Cambridge, Massachusetts 

Julie A Olson 

CEO 

Nanopharraa Corp. 

Boston, Massachusetts 

Thomas J. Bigger 

CEO & President 

Paratek Pharmaceuticals 

Boston, Massachusetts 

Thomas P. Mathers 

CEO 

Peptimmune, Inc. 

Cambridge, Massachusetts 

David Platt, Ph.D. 

CEO 

Pro-Pharmaceuticals, Inc. 

Newton, Massachusetts 

Gary W. Pace, Ph.D. 

Chairman & CEO 

QRxPharma 

Winchester, Massachusetts 

Alison Taunton-Rigby, Ph.D., OBE 
Founder and Chief Executive Officer 
RiboNovix, Inc. 

Lincoln, Massachusetts 

Jay Teich 

CEO 

Seahorse Biosclence, Inc. 

Billerica, Massachusetts 

Christoph Westphal M.D., Ph.D. 

CEO 

Sirtris Pharmaceuticals 

Waltham, Massachusetts 

Mark Leuchtenberger 

President and CEO 

Therion Biologies Corporation 
Cambridge, Massachusetts 

Douglas J. Ringler 

President & Chief Executive Officer 
TolerRx, Inc. 

Cambridge, Massachusetts 

Mark Skaletsky 

CEO 

Trine Pharmaceuticals 

Waltham, Massachusetts 

Joshua Boger 

Chairman, President, & CEO 

Vertex Pharmaceuticals 

Cambridge, Massachusetts 

Richard T. Dean 

CEO 

Xanthus Life Sciences 

Cambridge, Massachusetts 

Godfrey Marchand 

Vice President, Corporate Affairs 

Zelos Therapeutics, Inc. 

Waltham, Massachusetts 



MICHIGAN 


Michael D. Witt, PharM.D., J.D. 
Executive Director 
MichBIO 

Ann Arbor, Michigan 
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MDWESOTA 


Richard G. Mueller 

President/CEO 

Biothera 

Eagan, Minnesota 

John E. Haaland 

President & CEO 

Discovery Genomics, Inc. 

Minneapolis, Minnesota 

Don Gerhardt 

President & CEO 

Medical Alley/MNBIO 

St. Louis Park, Minnesota 


Ray Frost 

Senior Vice President 

Medic-il Alley/MNBIO 

St. Louis Park, Minnesota 



MISSOURI 


Patricia Snider 

President 8c CEO 

BioGenerator 

St. Louis, Missouri 

David N. Duncan, Ph.D. 

President & CEO 

Chlorogen, Inc. 

St.'«Louis, Missouri 

Kelly Gillespie 

Executive Director 

Missouri Biotechnology Association 
Jefferson City, Missouri 

Marcia Meliitz 

President & CEO 

Center for Emerging Technologies 

St. Louis, Missouri 

Robert A. Beardsl^, Ph.D. 

President & CEO 

Kereos, Inc. 

St. Louis, Missouri 


' 

NEW HAMPSHIRE 


Davis Farmer 

Chairman 

MSH Protein Technologies 

East Kingston, New Hampshire 


NEW JERSEY 


Kenneth 1. Moch 

President 8l CEO 

Alteon, Inc. 

Parsippany, New Jersey 

Geert Cauwenbergh 

Chairman & CEO 

Barrier Therapeutics 

Princeton, New Jersey 

Dr. Alex McPherson 

President and CEO 

Biomira USA, Inc. 

Cranbery, New Jersey 

Debbie Hart 

President 

Biotechnology Council of New Jersey 
Trenton, New Jersey 

John W. Jackson 

Chairman & CEO 

Celgene Corporation 

Summit, New Jersey 

Raymond Saiemme 

President and CEO 

Linguagen 

Cranbury, New Jersey 

Scott Horvitz 

CFO 

Linguagen 

Cranbury, New Jersey 

Tony Scullion 

Executive Chairman 

Memory Pharmaceuticals Corp. 
Montvale, New Jersey 

Robert Pestka 

President 8l CEO 

PBL Therapeutics 

Piscataway, New Jersey 

Stuart Peltz 

President and CEO 

PTC Therapeutics 

South Plainfield, New Jersey 

Lewis Metis, Ph.D. 

CEO/COB 

Taxolog, Inc. 

Fairfield, New Jersey -•’» 

G. John Mohr 

CEO 

Topigen Pharma 

Randolph, New jersey 
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Frank Pilkiewicz 
President/CEO 
Transave, Inc. 

Monmouth Junction, New Jersey 


Ramesh C. Pand^, Ph.D. 
Chairman & CEO 
Xechem, Inc. 

New Brunswick, New Jersey 



NEW YORK 


Ron Cohen, M.D. 

David R. Guyer 

David E. Weinstein, M.D., Ph.D. 

President & CEO 

Chief Executive Officer 

Chief Executive & Chief Scientific Officer 

Acorda Therapeutics 

Eyetech Pharmaceuticals 

GliaMed, Inc. 

Hawthorne, New York 

New York, New York 

New York, New York 

Steven Keliy 

Karin Duncker 

Colin Goddard 

President and CEO 

Executive Director 

Chief Executive Officer 

Innovive Pharmaceuticals 

New York Biotechnology Association 

OSI Pharmaceuticals, Inc. 

New York, New York 

New Y ork. New York 

John Lee Compton, Ph.D. 

President and CEO 

PECO, Inc. 

New York, New York 

Melville, New York 


NORTH CAROLINA 


Peter F. Young 

Mark D. Dibner, Ph.D. 

Ana T. Menendez, Ph.D. 

President & CEO 

President 

Sr. Director of Bioassays and Biosafety 

AlphaVax 

BioAbility 

Cardinal Health 

Resecirch Triangle Park, North Carolina 

Research Triangle Park, North Carolina 

Research Triangle Park, North Carolina 

Claire Cormier 

Christy L. Shaffer 

John A, Ryals, Ph.D. 

President 

President and CEO 

President and CEO 

Full Scale Solutions, Inc. 

Inspire Pharmaceuticals, Inc. 

Metabolon, Inc. 

Raleigh, North Carolina 

Durham, North Carolina 

Durham, North Carolina 

Todd Lynch 

Samuel M. Taylor 

Cindy Clark 

Chief Financial Officer 

President 

President and Chief Business Officer 

Metabolon, Inc. 

North Carolina Bioscieuces 

Phase Bioscience, Inc. 

Research Triangle Park, North Carolina 

Organization 

Raleigh, North Carolina 

Durham, North Carolina 

Matthew Megaro 

Richard Kent, M.D. 

Christopher B. Kelly 

President & CEO 

President & CEO 

President and CEO 

Quill Medical, Inc. 

Serenex, Inc. 

Ribonomics, Inc. 

Research Triangle Park, North Carolina 

Durham, North Carolina 

Durham, North Carolina 

J. Donald deBethizy, Ph.D. 

Richard C. Kindberg, S.V.P., G.M. 

Adnan Mjalli, Ph.D 

President and CEO 

Senior VP and General Manager 

President and CEO 

Targacept, Inc. 

Teleflex Medical, Medical Products 

TransTech Pharma, Inc. 

Winston-Salem, North Carolina 

Division 

Durham, North Carolina 

Steven D. Holdaway 

Chief Executive Officer 

ZyCare, Inc. 

Chapel Hill, North Carolina 

High Point, North Carolina 
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OfflO 


Darlene Darby Baldwin 

President/CEO 

Midtown Scientific, Inc. 

Cleveland, Ohio 

Anthony J. Dennis 

CEO & President 

Omeris 

Columbus, Ohio 

Richard J. D'Augustine 

President & CEO 

UMD, Inc. 

Cincinnati, Ohio 

OREGON . r 

Paul Woloshin, M.B.A., Ph.D. 

Executive Director 

Oregon Biosciences Association 

Portland, Oregon 


^^PENNSYLVANIA -X. 


Bruce A. Peacock 

President and Chief Executive Officer 
Adolor Corporation 

Exton, Pennsylvania 

Raymond K. Houck 

President & CEO 

Automated Cell, Inc. 

Pittsburgh, Pennsylvania 

Neal G. Simon 

Chief Executive Officer 

Azevan Pharmaceuticals, Inc. 

Bethlehem, Pennsylvania 

Robert Capetola 

CEO 

Discovery Labs, Inc. 

Warrington, Pennsylvania 

Nicholas Nicolaides 

CEO 

Morphotek, Inc. 

Exton, Pennsylvania 

Boyd Clarke 

CEO 

Neosc 

Horsham, Pennsylvania 

Fritz Bittenbender 

President 

Pennsylvania Bio 

Malvern, Pennsylvania 

Dennis M. Flynn 

President 

Puresyn,--Inc. 

Malvern, Pennsylvania 

Christopher M. Cashman 

President and CEO 

Protez Pharmaceuticals, Inc. 

Malvern , Pennsylvania 

Terry A. Fuller, Ph.D. 

CEO 

RetinaPharma Technologies, Inc. 
Jenkinstown, Pennsylvania 

Thomas Tillett 

CEO 

RheoGene 

Norristown, Pennsylvania 

Jane H. Hollingsworth 

Chairman & CEO 

NuPathe, Inc. 

Fort Washington, Pennsylvania 


Najib Babul 

CEO 

TheraQuest Biosciences 

Blue Bell, Pennsylvania 


' . H - 

•' RHODElSLANn^^^^ - ^ 


Katherine O'Dea 

Executive Director 

BioGroup (Rhode Island) 

Providence, Rhode Island 

Randal W. Spencer 

President and CEO 

Concordia Manulacturing, LLC 
Coventry, Rhode Island 

Joseph F Amaral, M.D, 

President and CEO 

Rhode Island Hospital 

Providence, Rhode Island 


TEN^^ESSEE■^^SS«^!=:■5».»• 



Tom J. Whitaker 
President & CEO 
Atom Sciences, Inc. 
Oak Ridge, Tennessee 


Joe Rolwing 
Executive Director 

Tennessee Biotechnology Association 
Nashville, Tennessee 
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TEXAS ^ 

Lee A. Bulla, Jr. 

President and CEO 

Biological Targets, Inc. 

Dallas, Texas 

Kenneth Yates 

President 

DelSite Biotechnolo^es, Inc. 

Irving, Texas 

David G. Nance 

President and CEO 

Introgen Therapeutics, Inc. 

Austin, Texas 

Tom Kowalski 

President 

Texas Healthcare and Bioscience 
Institute 

Austin, Texas 

Alan Blake 

Chief Executive Officer 

Yorktown Technologies, L.P. 

Austin, Texas 


•UTAH ••■' 

Thomas D. Ingolia 

President and CEO 

Prolexys Pharmaceuticals 

Salt Lake City, Lftah 

Brian H. Moss 

President & Executive Director 

Utah Life Science Association 

Salt Lake City, Utah 


VIRGINIA 

Robert Capon 

Chief Executive Officer 

Adenosine Therapeutics 
Charlottesville, Virginia 

Donald A. McAfee 

Founder ^d CEO (retired) 

Aderis Pharmaceuticals 

Richmond, Virginia 

Gary Pekoe 

President & CEO 

Arkios BioDevelopment International 
Virginia Beach, Virginia 


David Ayares 

CEO 

Revivicor, Inc. 

Blacksburg, Virginia 


WASHINGTON 

Ryo Kubota 

Chairman, President, and CEO 
Acucela, Inc. 

Seattle, Washington 

David Basiji 

CEO 

Amnis Corporation 

Seattle, Washington 

John F. Harris 

President and CEO 

BioNeuronics Corporation 

Seattle, Washington 

Eric Meier 

President and CEO 

Calypso Medical Technologies 

Seattle, Washington 

Dr. Sudesh Kothari 

CEO 

CGTCorp. 

Seattle, Washington 

Amit Kumar 

President and CEO 

Combimatrix Corporation 

Mukilteo, Washington 

Jens Quistgaard 

President and CEO 

LipoSonIx, Inc. 

Bothell, Washington 

H. Perry Fell 

President and CEO 

NanoString Technologies, Inc. 
Seattle, Washington 

Steven C. Quay, M.D., Ph.D. 

Chairman, CEO and President 

Nastcch Pharmaceutical Company, Inc. 
Bothell, Washington 

Alan Levy 

President and CEO 

Northstar Neuroscience, Inc. 

Seattle, Washington 

Clay B. Siegall 

President & CEO 

Seattle Genetics, Inc. 

Bothell, Washington 

Michael A. Martino 

President & CEO 

Sonus Pharmaceuticals 

Bothell, Washington 
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Peter A. Thompson, M.D., FACP 
CEO and President 
Trabion Pharmaceuticals, Inc. 
Seattle, Washington 

Jack Paris 
President 

Washington Biotechnology & 

Biomedical Association 
Seattle, Washington 


Jonathan Kil 
President and CEO 
Sound Pharmaceuticals 
Seattle, Washington 


H. Stewart Parker 
President & CEO 
Targeted Genetics Corporation 
Seattle, Washington 


WASHINGTON, D.C. 


Sharon F. Terry, M.A. 
President and CEO 
Genetic Alliance 
Washington, D.C. 


WISCONSIN 


Salvatore Brake 
Chief Operating Officer 
ConjuGon, Inc. 
Madison, Wisconsin 


Ron Kuehn 
Vice President 

Wisconsin Biotech and Medical 

Association 

Madison, Wisconsin 


c.c. 

U.S. Senate 

U.S. House of Representatives 


o 





